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A b s tra c t
T h is  research  is  an in v e s t ig a t io n  o f  th e  in f lu e n c e  o f  
c o n te x tu a l fa c to rs  on a m u lt id iv is io n a l  f i r m ’ s d e c is io n  to  
d iv e s t  an e n t i r e  business u n i t ,  and th e  e f fe c ts  o f  t h a t  
d iv e s t i t u r e  on f i r m  o p e ra tin g  perfo rm ance , m arket 
perfo rm ance , and o rg a n iz a t io n a l s la c k  g e n e ra tio n  and usage. 
C o n tex tu a l in flu e n c e s  and outcomes a re  assessed f o r  a sample 
o f 102 U. S. based f irm s  re p re s e n tin g  43 d i f f e r e n t  
in d u s t r ie s ,  as d e fin e d  by p rim ary  f o u r - d ig i t  S tandard  
In d u s try  C la s s i f ic a t io n  (S IC ) .
T h is  research  drew on p r io r  research  in  s t r a te g ic  
management, f in a n c e , and o rg a n iz a t io n a l th e o ry  to  develop  an 
in te g ra te d  model o f  f i r m - le v e l  in f lu e n c e s  on d iv e s t i t u r e  and 
d eterm ine  i f  those in flu e n c e s  can be used to  p r e d ic t  
d iv e s t i t u r e .  Four im p o rta n t c o n te x tu a l in flu e n c e s  on 
d iv e s t i t u r e  a re  exam ined: (1 )  The in flu e n c e s  o f  p r io r
o p e ra tin g  perform ance, ( 2 )  p r io r  o rg a n iz a t io n a l s la c k  
g e n e ra tio n  and usage p a tte rn s , (3 )  p r io r  m arket perform ance, 
and (4 )  to p  manager tu rn o v e r a re  examined to  d e term in e  th e  
combined e f f e c t  o f  th ese  in f lu e n c e s  on d iv e s t i tu r e .  
A d d it io n a l ly ,  th e  e x -p o s t  d iv e s t i tu r e  e f f e c t  on th ese  
v a r ia b le s  is  examined to  d e term in e  th e  s t r a te g ic  e f f e c t s  o f  
a u n i t  d iv e s t i t u r e .
The s tu d y ’ s o v e r a l l  r e s u lts  tend to  dem onstrate t h a t  th e  
f i r m - le v e l  fa c to rs  in v e s tig a te d  a re  no t s ig n i f ic a n t ly
v i i i
r e la te d  to  d iv e s t i t u r e ,  and th ese  fa c to rs  cou ld  no t u s e fu l ly  
d is c r im in a te  between d iv e s t in g  and n o n -d iv e s tin g  f irm s .
A d d it io n a l ly ,  th e  proposed model o f  th e  e f f e c t  o f  a 
d iv e s t i t u r e  on subsequent f ir m  o p e ra tin g  perform ance, m arket 
perform ance, and absorbed and unabsorbed o rg a n iz a t io n a l  
s la c k  was g e n e ra lly  n o t su p p orted . The o v e r a l l  r e s u lts  
showed no s ig n i f ic a n t  r e la t io n s h ip  between d iv e s t i tu r e  and 
subsequent f ir m  perform ance and o rg a n iz a t io n a l s la c k  
re la t io n s h ip s .  T h is  in v e s t ig a t io n  su pports  th e  view  th a t  
d iv e s t i tu r e  o f  a u n i t  in  a m u lt id iv is io n a l  f ir m  is  
in flu e n c e d  by fa c to rs  o th e r  than th e  p rim ary  c o n te x tu a l 
v a r ia b le s  in v e s t ig a te d  in  t h is  s tu d y . Fu rtherm ore , th e  ex­
p o s t e f f e c t  o f  a d iv e s t i tu r e  on a d iv e s t in g  f ir m  is  
g e n e ra lly  weak and may n o t be e v id e n t from  commonly-used 
v a r ia b le s  measured in  a co n ve n tio n a l manner.
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THE INFLUENCE OF PRIOR PERFORMANCE, SLACK, AND TOP 
MANAGEMENT TURNOVER ON DIVESTITURE AND 
SUBSEQUENT FIRM PERFORMANCE
Chapter 1 
In tro d u c tio n
D iv e s t itu re  is  one o f th e  s t r a te g ic  choices th a t  
s t ra te g ic  management scho lars  have id e n t i f ie d  as an 
a p p ro p ria te  co rp o ra te  a c tio n . D iv e rs if ie d  firm s  are  more 
l i k e ly  to  be in vo lved  1n d iv e s t i tu r e  a c t i v i t i e s ,  and these  
a c t iv i t i e s  tend to  in te n s ify  in  periods o f rap id  
environm ental change (Duhaime, 1981). Firms th a t  are  
d iv e r s i f ie d  must make dec is io n s  about th e  p o r t fo l io  in  which 
they are in vo lved . Since th e  appropria teness o f p o r t fo l io  
d ecis ions  is  ty p ic a l ly  eva lu ated  by top  managers w ith  regard  
to  perceived environm ental c o n d itio n s , a d iv e r s if ie d  f i r m ’ s 
changing environm ent w i l l  p re d ic ta b ly  lead to  both 
d iv e s t itu re s  and a c q u is it io n s  (Chung & Weston, 1982).
W hile many o f th e  o th er co rporate  s tra te g ie s  th a t  may 
be used to  a f fe c t  th e  com position o f a f i r m ’ s o v e ra ll  
p o r t fo l io  ( e .g . ,  a c q u is it io n , conglomerate d iv e r s i f ic a t io n ,  
o r co n cen tric  d iv e r s i f ic a t io n )  have a r ic h  l i t e r a t u r e ,  the  
study o f  d iv e s t i tu r e  1s less w e ll represented in  the  
s t ra te g ic  management l i t e r a t u r e  (T a y lo r , 1988). 
N everth e less , d iv e s t i tu r e  is  an im portant area  fo r  study as
1
some a u th o r it ie s  b e lie v e  th a t  as many as 40 percen t o f  
co rp ora te  a c q u is it io n s  stem from d iv e s t i tu r e  d ec is ions  
( M erg ers ta t Review. 1988) as compared to  about 10 percent a 
decade ago (B ing; 1978).
There appear to  be th re e  prim ary reasons fo r  an absence 
o f in te r e s t  1n d iv e s t i tu r e  by s tra te g y  research ers . F i r s t ,  
d iv e s t i tu r e  is  g e n e ra lly  perce ived  as a non-growth s tra te g y .  
S tra te g ie s  th a t  do not s tre s s  growth are  g e n e ra lly  perceived  
by re le v a n t s takeho lders  as less  d e s ira b le  than grow th- 
o rie n te d  s tra te g ie s  (G llm our, 1973; Nees, 1981; P o rte r , 
1976). Thus, th e re  are  va lue  connotations associated  w ith  
d iv e s t itu r e  th a t  may cause i t  to  be regarded as an admission  
o f f a i lu r e  on th e  p a r t  o f a f i r m ’ s top managers. A lso , top  
managers a re  w e ll aware o f th e  p o s it iv e  c o r re la t io n  between 
f irm  s iz e  and ex ec u tiv e  compensation (B a lk in  & Logan, 1986; 
Hambrick, 1983). Thus, a rg u ab ly , top managers are  g e n e ra lly  
predisposed toward s tra te g ie s  th a t  in crease , ra th e r  than  
decrease, a f i r m ’ s o v e ra ll s iz e .  Consequently, th e re  are  
fewer firm s  pursuing d iv e s t i tu r e  s tra te g ie s  than growth 
s t ra te g ie s . Researchers studying corporate  d iv e s t itu re  thus 
have a s m a lle r (and less  re c e p tiv e ) fo c a l po pu la tio n  to  
in v e s tig a te .
Second, top managers, in  g e n e ra l, a re  aware th a t  the  
e f fe c t  o f a d iv e s t itu re  on a f i r m ’ s market va lue  is  
g e n e ra lly  p o s it iv e  on ly  when 1 t 1s perceived by stockholders  
as being due to  a s t r a te g ic  realignm ent (A lexander, Benson,
& Kampmeyer, 1984; K le in , 1986; Slcherman & Pettw ay, 1987). 
Thus, top  managers may o fte n  f in d  d iv e s t i tu r e  d i f f i c u l t  to  
recommend unless 1 t can be c a s t in  a s t ra te g ic  realignm ent 
po stu re . The r e a l iz a t io n  th a t  d iv e s t i tu r e  rumors may 
n e g a tiv e ly  in flu e n c e  a d iv e s tin g  f i r m 's  m arket va lue  may 
make top execu tives  re lu c ta n t  to  f ra n k ly  and f r e e ly  d iscuss  
d iv e s t i tu r e  (Duhaime, 1981).
T h ird , th e  a c tu a l meaning o f d iv e s t itu r e  is  s u b je c t to  
c o n f l ic t in g  d e f in i t io n s .  D iv e s t itu re  in  the s t ra te g ic  
management l i t e r a t u r e  u s u a lly  re fe rs  to  the s a le  o f an 
ongoing u n it  by a m u lt i -u n it  f irm  (Pearce & Robinson, 1988). 
However, th is  d e f in i t io n  o f d iv e s t i tu r e  is  not u n iv e rs a lly  
accepted throughout the s tra te g y  l i t e r a t u r e .  For example, 
the  s a le  o f a stock in te r e s t  in  a f irm  is  a ls o  g e n e ra lly  
re fe rre d  to  as a d iv e s t i tu r e ,  even though th e re  is  evidence  
th a t  stock s a les  a re  g e n e ra lly  perceived  by top  managers as 
a q u a l i t a t iv e ly  d i f f e r e n t  type o f d e c is io n  than th e  d ec is io n  
to  s e l l  an ongoing u n it  (Duhaime & Schwenk, 1985). Th is  
issue i 8 fu r th e r  confused s in ce : (a )  d iv e s t itu re  o f  an
ongoing u n it ,  (b ) a s p in -o f f  o f a u n it  th a t  remains under 
co n tro l o f  a paren t f ir m , and (c )  a leveraged buy-out by a 
u n i t ’ s managers a re  a l l  considered d iv e s t itu re s  under the  
c la s s if ic a t io n  system used by the  prim ary data  source fo r  
many d iv e s t i tu r e  In v e s tig a tio n s  ( I . e . ,  Mergers a 
A c q u is it io n s . 1987). One would expect d i f f e r e n t  processes 
and m otives to  be o p e ra tiv e  in  each circum stance, ye t
researchers have lumped a l l  th re e  d iv e s t i tu r e  types to g e th e r  
fo r  a n a ly t ic a l purposes (T a y lo r , Hooper, & T a y lo r , 1987).
F igure  1 shows trends 1n both a c q u is it io n s  and 
d iv e s t itu re s  s in ce  1965 and a ls o  I l lu s t r a t e s  th e  confusion  
fa c in g  d iv e s t i tu r e  research ers . The number o f d iv e s t itu re s  
repo rted  In c lud e  not on ly  whole u n it  d iv e s t i tu re s ,  but a lso  
s a le  o f p a r t ia l  s tock in te r e s ts ,  p a re n t f irm  s p in -o f fs ,  and 
leveraged buy-outs by a u n i t ’ s c u rre n t management. I t  is  
d i f f i c u l t  to  d i f f e r e n t ia t e  whole u n it  from o th er  
d iv e s t itu re s  w ith o u t an a lyz in g  each separate  tra n s a c tio n  
th a t  is  ca teg o rized  as a d iv e s t i tu r e .
In  1982, the  fo c a l year o f  th is  in v e s t ig a t io n , th e re  
were 163 whole u n it  d iv e s t itu re s  th a t  were valued a t  $1 
m ill io n  o r more. Th is  to ta l  was determ ined by examining  
each completed tra n s a c tio n  recorded in  Mergers &
A cq u is itio n s  fo r  1982. However, as is  e v id e n t in  F igure  1, 
th e re  were 875 d iv e s t itu re s  th a t  met the  c r i t e r i a  
e s ta b lis h e d  by e i th e r  Mergers 8 A c q u is itio n s  o r  M erg ers ta t 
Review. T h e re fo re , one problem th a t  Im m ediately co nfron ts  
th e  d iv e s t i tu r e  researcher is  how to  s p e c ify  th e  type o f 
d iv e s t itu re  under study . In  a d d it io n , d iv e s t itu re s  th a t  are  
valued a t  less  than $1 m il l io n  are  not recorded. W hile 1 t  
is  th e o r e t ic a l ly  p o ss ib le  to  scan the  prim ary documents from  
which d iv e s t itu re  data  a re  gathered by the
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-  1986.
Note. Data in  F igure  1 a re  from  M erg ers ta t Review (p . 25) 
published by M e r r i l l  Lynch Business Brokerage & 
V a lu a tio n , In c . ,  Schaumburg, IL ,  1988.
da ta  sources m entioned, i t  ie  not something th a t  can be done 
w ith in  th e  resource c o n s tra in ts  which most s t r a te g ic  
management researchers  o p e ra te .
Thus, many s tra te g y  researchers  may have concluded th a t  
th e  study o f  d iv e s t i tu r e  is  d i f f i c u l t  and focused t h e i r  
e f fo r ts  on more e a s i ly  researched s t r a te g ic  a re a s , thereby  
l im it in g  th e  amount o f research on d iv e s t i tu r e .
N e v erth e less , s in ce  i t  is  such a common co rp o ra te  a c t iv i t y ,  
d iv e s t i tu r e  is  an im portan t a rea  fo r  s t ra te g ic  management 
research .
Scope o f th e  D is s e r ta t io n
This research in vo lves  co rp orate  le v e l ,  as opposed to  
u n it  le v e l ,  s t ra te g ic  Issues . Corporate ( f i r m - le v e l )  
s tra te g y  is  concerned w ith  domain s e le c t io n , w h ile  business  
s tra te g y  addresses how to  compete in  a s p e c if ic  business 
(B ourgeois, 1980; Duhaime, 1981). Since d iv e s t i tu r e  
d ecis ions  are  p r im a r ily  a top  management concern, i t  is  
a p p ro p ria te  to  focus on f 1rm le v e l fa c to rs  th a t  in flu e n c e  
d iv e s t i tu r e .  Consequently, the  prim ary focus o f th is  
research is  f i r m - le v e l  fa c to rs  th a t  In flu e n c e  d iv e s t i tu r e  
and th e  e f f e c t  o f  th a t  d iv e s t i tu r e  on subsequent f irm  
perform ance.
To address th is  fo cus , th is  study in v e s tig a te s  the  
in flu e n c e  o f p r io r  o p era tin g  performance, m arket 
perform ance, o rg a n iz a tio n a l s la c k , and top manager tu rn o ver  
on d iv e s t i tu r e  and the  e f f e c t  o f d iv e s t itu re  on subsequent
f irm  m arket perform ance, o p e ra tin g  perform ance, and s lack  
generation  and usage. Thus, th is  In v e s t ig a t io n  exp lo res  
both In flu e n c e s  on top management d iv e s t i tu r e  d e c is io n s  as 
w ell as Im portan t s t r a te g ic  dimensions o f d iv e s t i tu r e  
d e c is io n s .
Problem Statem ent
Three broad research questions a re  examined in  th is  
study: (1 )  What a re  the  Im portant f i r m - le v e l  fa c to rs
in flu e n c in g  d iv e s t i tu r e  decis ions? (2 )  Can c h a ra c te r is t ic s  
o f a d iv e s tin g  f i r m 's  d ec is io n  m ilie u  be used to  p re d ic t  the  
l ik e lih o o d  o f  d iv e s t itu re ?  and (3 )  What is  th e  e f f e c t  o f  
d iv e s t i tu r e  on a f i r m ’ s subsequent performance and s lack  
generation  and usage?
According to  W ebster’ s New R iv e rs id e  U n iv e rs ity  
D ic t io n a ry , to  d iv e s t 1s " to  s t r ip ,  as o f c lo th e s ; to  
deprive  as o f p ro p erty  o r r ig h ts , to  r id  (o n e s e lf ) ,  as o f  
f in a n c ia l holdings" (1988: 3 9 3 ). D ivestm ent, d iv e s t i tu r e ,  
and d iv e s tu re  a l l  have th e  same d e f in i t io n :  "the a c t o f
d iv e s tin g  or s ta te  o f  being d iv e s te d " . For the sake o f  
consistency , th e  term  d iv e s t i tu r e  is  used 1n th is  study.
In  a s t ra te g ic  management c o n te x t, d iv e s t i tu r e  can be 
defin ed  as th e  d isposal by a f irm  o f  some p o rtio n  o f I t s e l f  
(Duhaime, 1 981 ). The d ives ted  u n it  can be a business, 
d iv is io n , o r s u b s id ia ry  (T a y lo r , Hooper, & T a y lo r , 1987). 
More s p e c i f ic a l ly ,  fo r  th e  purposes o f th is  research , 
d iv e s t itu re  w i l l  be d e fin ed  as: the  s a le  o f a wholly-owned
ongoing u n it  by a m u lt i -u n i t  c o rp o ra tio n  so th a t  the  u n it  1s 
removed from th e  c o rp o ra tio n 's  p o r t fo l io .  Thus, th is  
research 1s concerned w ith  the  s a le  o f  an e n t ir e  business 
u n it .
The co n cen tra tio n  on wholly-owned u n its  is  necessary in  
order to  remove a p o te n tia l confounding fa c to r .  There 1s 
some evidence th a t  s a le  o f  a p a r t ia l  In te r e s t  (such as a 
stock In te r e s t )  In  a business u n it  is  g e n e ra lly  regarded by 
top  managers as an asset d isposal d e c is io n , not a 
d iv e s t i tu r e .  Asset d ispo sa ls  tend to  be perceived  by top  
managers as much more s tru c tu re d  s itu a t io n s  than d iv e s tin g  a 
complete u n it  (Duhaime & Schwenk, 1985). Asset disposal 
decis ions a re  g e n e ra lly  considered more amenable to  the  
techniques o f c a p ita l budgeting and o th er discounted cash 
flo w  techniques th a t  are  concerned p r im a r ily  w ith  the  
f in a n c ia l e f fe c ts  o f d isposal dec is ions  ( R e i l ly ,  1979).
The perception  o f  a s tru c tu re d  a n a ly s is  process, in  
which a " c o r re c t” answer can be determ ined by fo llo w in g  an 
accepted procedure, d i f f e r e n t ia t e s  asset d isposal decis ions  
from whole-busi ness u n it  d iv e s t i tu r e  d ec is io n s .
D iv e s titu re s  in vo lv e  a d ec is io n  to  abandon a co m p etitive  
arena and fo rego  any a v a ila b le  p r o f i t s .  In t u i t iv e ly ,  th is  
would seem to  be much d i f f e r e n t  than a dec is ion  to  s e l l  a 
n o n -c o n tro llin g  e q u ity  In te r e s t  in  a f irm  which top  
management had no more o p e ra tio n a l In pu t than any o th er  
sto ck h o ld er. T h ere fo re , 1 t 1s p o ss ib le  th a t  a d i f f e r e n t  s e t
o f in flu e n c e s  are  considered by top managers in  making asset 
d isposal d ec is io n s  than in  making d iv e s t i tu r e  d e c is io n s ; 
th u s , th e  n ecess ity  o f focusing o n ly  on a s in g le  typ e  o f  
d iv e s t itu r e  d e c is io n .
There a re  a ls o  o th e r types o f d isposal d e c is io n s  th a t  
may be c h a ra c te r ize d  as d iv e s t itu re s  in  a broad sense.
Table  1 i l lu s t r a t e s  th e  range o f  these d e c is io n s . As is  
e v id e n t from Table 1, the  focus o f th is  study is  on o n ly  one 
type o f  d iv e s t i tu r e  dec is ion  —  th e  d ec is io n  to  s e l l  a 
complete business u n i t .  Th is  l im ita t io n  removes severa l 
s ig n if ic a n t  fa c to rs  th a t  have confounded past d iv e s t itu re  
re se arc h .
Since d iv e s t itu r e  is  such a common y e t under-researched  
a c t iv i t y ,  i t  is  im portant to  in v e s tig a te  th e  nature  and 
conten t o f d iv e s t i tu r e  decis ions (T a y lo r , 1988). Some 
d iv e s t i tu r e  d ec is ions  have fa v o ra b le  sh o rt and long term  
e f fe c ts  on a d iv e s tin g  f irm  (Duhaime, 1981). I f  top  
managers are  to  make e f fe c t iv e  s t ra te g ic  cho ices, i t  is  
necessary to  b e tte r  understand th e  in flu e n ce s  on and the  
outcomes associated  w ith  d iv e s t itu r e .
G ilm our’ s (1973) p ioneering  d iv e s t i tu r e  research  
c h a ra c te r ize d  d iv e s t itu re s  as d i f f i c u l t  d ec is ions  fo r  top  
managers. Duhaime (1981) found th a t  d iv e s t i tu r e  decis ions  
seem to  emerge from a complex process In fluenced  by many 
fa c to r s .
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Table 1
Types o f C orporate  D iv e s t itu re
TYPE
OWNERSHIP
SEVERANCE
RELATIVE
FREQUENCY
NEW OWNERSHIP 
FORM
Franchising Cosplsta Frequent L la lted  subsidiary 
or independent
Contracting Complete, but 
contractual 
relationship  
rsaalns
Frequent Subsidiary o f another 
f lr a  or independent
S a n -o ff 
(classic  
d ives titu re )
Coaplats Sea'll s e ll-o ffs  
frequent 
Large s e ll-o ffs  
lose frequent
Subsidiary o f another 
f ir e
Leveraged buy 
out
Usually cosplsts 
parent f1 ra  nay 
re ta in  equity
Baa'll buy outa Independent
frequent
Large buy outs
have been frequent
now decreasing
Spin o ff Ownership is
divided
New nanegers
usually have 
equity in terest 
in  sp1n-off
Seal1 frequent 
Frequent in  high 
technology 
Industries
Quasi-Independent
Assst swap/ 
Strategic trade
Coaplats, but 
exchange 
■alntalns  
divesting f ir s  
overall size
Very Infrequent 
Result of 
Involuntary 
d ivestitu re  
or unusual 
clrcuastancee
Subsidiary o f another 
f ir e
Note. The idea fo r  th is  ta b le  was supp lied  by Divestm ent
and S tra te g ic  Change (p . 3) by M. Coyne, and J . W rig h t, 
1986, Totowa, NJ: Barnes & Noble.
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Some o f these fa c to rs  a re  f ir m  le v e l fa c to rs , w h ile  o th er  
fa c to rs  a re  s p e c if ic  to  th e  p o te n t ia l ly  d ives ted  u n it .
T a y lo r e t  a l . (1 987 ) proposed a framework 1n which 
f i r m - le v e l  fa c to rs  p r e c ip ita te  d iv e s t i tu r e ,  but in  which 
f a c i l i t a t i n g  fa c to rs  must be p resent fo r  a d iv e s t i tu r e  
process to  proceed. T a y lo r (1988) assoc ia tes  th e  
d iv e s t i tu r e  dec is ion  w ith  both f irm  le v e l and u n it  le v e l 
in flu e n c in g  fa c to rs . However, T a y lo r a ls o  p o in ts  out th a t  
f irm  perform ance, as opposed to  u n it  perform ance, o fte n  is  
th e  d ec id ing  fa c to r  as to  whether a u n it  1s re ta in e d  or  
d ives ted  (T a y lo r , 1988). This d is s e r ta t io n  focuses on 
f i r m - le v e l  d iv e s t itu re  in flu e n ce s  to  determ ine w hich, i f  
any, a c tu a lly  have th e  most impact on d iv e s t itu re  d e c is io n s .
Thus, i t  appears th a t  d iv e s t i tu r e  is  in flu en ced  by 
m u ltip le  fa c to rs . Any in v e s tig a tio n  o f d iv e s t i tu r e  must 
consequently in co rp o ra te  a research design th a t  a llow s not 
on ly  fo r  in v e s tig a tin g  d ir e c t  e f fe c ts ,  but must a ls o  be 
s e n s it iv e  to  fa c to r  in te ra c t io n s  which may e x is t  in  a 
d iv e s t i tu r e  process.
S ig n ific a n c e  o f the Reported Study
The reported  study was s p e c i f ic a l ly  designed to  add to  
e x is t in g  knowledge about d iv e s t itu re  in  fo u r prim ary areas: 
F i r s t ,  1 t presents an in te g ra te d  theory-based model o f  f irm  
le v e l co n textu a l in flu e n c e s  on d iv e s t i tu r e  and associated  
outcomes. Research d e a lin g  w ith  d iv e s t i tu r e  as a s t ra te g ic  
a c t o f m u lt i -u n it  firm s  has id e n t i f ie d  various " tr ig g e rs "  o r
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events th a t  seem to  be assoc iated  w ith  and precede 
d iv e s t i tu r e  (Montgomery & Thomas, 1988; T a y lo r , Narayanan, & 
K ln k er, 1984). The repo rted  study uses m u lt iv a r ia te  
techniques to  study th e  re la t io n s h ip s  between d iv e s t i tu r e  
" t r ig g e r s ” and ac tu a l d iv e s t in g . P revious d iv e s t i tu r e  
s tu d ie s  a re  l im ite d  In  both scope and th e o re t ic a l r ig o r .
Th is  study addresses these concerns.
Second, 1 t expands c u rre n t understanding o f d iv e s t i tu r e  
by examining p o s t-d 1 v e s titu re  f irm  performance through use 
o f a m u ltid im ensional research design . P o s t -d iv e s t itu re  
performance outcomes fo r  d iv e s tin g  firm s  as compared to  non­
d iv e s tin g  firm s  are  in v e s tig a te d . T h is  approach addresses  
th e  ro le  o f th e o r e t ic a l ly  proposed f i r m - le v e l  In flu e n c e s  on 
d iv e s t i tu r e  and th e  circum stances 1n which the  outcomes 
re s u lt in g  from d iv e s t itu re  a re  advantageous to  a d iv e s tin g  
f  i rm.
T h ird , 1 t uses m u lt ip le  measures to  measure performance 
in  a d iv e s t itu r e  c o n te x t. P r io r  d iv e s t itu re  research has 
been c h a ra c te r ize d  by s in g le  measure o p e ra tio n a liz a t lo n s  o f  
f irm  perform ance. More recen t o p e ra tio n a liz a t io n s  have 
recognized th e  m u ltid im e n s io n a lity  o f performance (K eats , 
1988); th us , th e re  1s a need fo r  research using m u lt ip le  
performance dimensions.
Fourth , to  answer questions about th e  s t ra te g ic  
Im p lic a tio n s  o f  d iv e s t i tu r e ,  th is  study has examined th e  
In flu e n c e  o f d iv e s t itu re  on p o s td iv e s t itu re  f irm  performance
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and s la c k  g en era tio n  and usage. The ro le  o f  s la c k  as an 
in flu e n c e  on d iv e s t i tu r e  d e c is io n s  has not been In v e s tig a te d  
h e re to fo re  a lthough a c q u is it io n  o f  l iq u id  resources is  
sometimes c ite d  as a m o tiv a tin g  fa c to r  in  d iv e s t itu re s  
(B ing , 1978; Duhaime, 1981).
Top managers w i l l  b e n e f it  from th is  study by having a 
g re a te r  understanding o f  co n te x tu a l in flu e n c e s  on f irm  
d iv e s t i tu r e  and by being a b le  to  in co rp o ra te  re le v a n t  
v a r ia b le s  in to  co rp orate  management in fo rm atio n  systems. 
Thus, top managers w i l l  be ab le  to  improve a f i r m 's  
s t ra te g ic  management w ith  regard to  d iv e s t i tu r e .  The 
re s u lts  o f th is  study enable p o te n tia l a c q u irin g  firm s  to  
b e tte r  id e n t i fy  l i k e ly  ta rg e ts . W hile top managers o f la rg e  
d iv e r s if ie d  m u lt id iv is io n a l firm s  w i l l  be the  i n i t i a l  
b e n e f ic ia r ie s  o f  th is  research , u lt im a te ly  stockholders o f  
p o te n tia l d iv e s tin g  firm s  should a ls o  b e n e f it .  An improved 
understanding o f d iv e s t i tu r e  thus has both immediate and 
long-term  b e n e f its .
The study repo rted  here a ls o  makes a th e o re t ic a l  
c o n tr ib u tio n  to  s t ra te g ic  management in  th a t  1 t deals  w ith  
one o f th e  fundamental issues in  business p o r t fo l io  
management. W hile a c q u is it io n  has been in v e s tig a te d  
e x te n s iv e ly , d iv e s t i tu r e  has not a t tra c te d  commensurate 
a t te n t io n . Th is  in v e s tig a tio n  addresses th is  gap in  
s tra te g ic  management th eo ry .
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D e lim ita tio n s
The methodology used in  th e  repo rted  study l im its  th e  
g e n e ra liz a b i1i t y  o f i t s  r e s u lts .  The focus o f th e  study is  
la rg e  m u lt id iv is io n a l f irm s  th a t  have d ives ted  a business  
u n it .  These firm s  a re  compared w ith  a matched sample o f  
firm s  th a t  have not d ives ted  a u n it  in  1982. The sample 
obtained is  thus re p re s e n ta tiv e , but by no means random o r  
com plete, s in ce  an adequate match does not e x is t  fo r  a l l  o f  
th e  firm s  th a t  d ives ted  in  th e  fo c a l y e a r. The prim ary  
advantage o f  using a m atched-pa ir sample design is  the  
co n tro l 1 t a llow s fo r  severa l im portant confounding fa c to rs ,  
such as f irm  s iz e , in d u s try , and business p o r t fo l io  
com position. The prim ary disadvantage o f  th is  procedure 1s 
sample s e le c tio n  b ias s in ce  sampling 1s on a dependent 
v a r ia b le  (B erk , 1983). That 1s, s in ce  the  I n i t i a l  sample to  
be matched is  generated by f i r s t  id e n t ify in g  sample members 
w ith  th e  c h a r a c te r is t ic  to  be s tu d ie d , th e re  is  a danger o f  
In a d v e rte n tly  g enera ting  a fo c a l po pu la tio n  w ith  
s ig n i f ic a n t ly  d i f f e r e n t  c h a ra c te r is t ic s  from  th e  o v e ra ll  
p o p u la tio n . However, resource c o n s tra in ts  precluded use o f  
a tru e  random sample using th e  se le c te d  methodology. The 
m atched-pair design may be th e  on ly  p ra c t ic a l method fo r  
generating  a la rg e  enough sample to  m ean ing fu lly  use 
s t a t is t ic a l  techniques when studying d iv e s t i tu r e .
A fu r th e r  d e lim ita t io n  o f th is  study is  a co ncen tra tion  
on contextu a l v a r ia b le s . I t  is  e v id e n t from p r io r  research
th a t  top managers c o g n itiv e  processes In flu e n c e  d iv e s t i tu r e  
d e c is io n s . Th is  study has l im ite d  i t s  focus to  co n tex tu a l 
v a r ia b le s  and outcomes In  o rd er to  understand the  
c o n tr ib u tio n  o f  s p e c if ic  fa c to rs  to  d iv e s t i tu r e  d e c is io n s . 
W hile th is  study 1s p r im a r i ly  concerned w ith  th e  co n ten t o f  
f irm  d iv e s t i tu r e  d e c is io n s , an equal p lea  could be made th a t  
th e  c o g n itiv e  processes o f top managers a re  o f  im portance In  
e x p la in in g  d iv e s t i tu r e  d e c is io n s .
Th is  study 1s a ls o  l im ite d  by I t s  co n ce n tra tio n  on 
d iv e s t i tu r e  o f w hole-business u n its , as opposed to  th e  much 
more common d iv e s t itu r e  o f p a r t ia l  in te re s ts  o r a p o rtio n  o f 
a u n i t ’ s as s e ts . The prim ary reason fo r  th is  co n ce n tra tio n  
1s the  s tu d y *8 s t ra te g ic  choice focus . D isposals o f whole-­
business u n its  a re  g e n e ra lly  considered s t ra te g ic  d e c is io n s , 
w h ile  th e  s a le  o f a p a r t ia l  In te r e s t  may be considered more 
c o rre c t ly  an asset d isposal d ec is io n  (Duhaime & Schwenk, 
1985). By l im it in g  th e  repo rted  s tu d y ’ s focus to  a s in g le  
type o f d iv e s t i tu r e ,  the  in flu e n c e  o f s ig n if ic a n t  
confounding fa c to rs  is  e lim in a te d .
Chapter 2 
Review o f th e  L i te r a tu r e
Th is  l i t e r a t u r e  review  1s d iv id e d  in to  th re e  m ajor 
se c tio n s : (1 )  The c o n tr ib u tio n s  o f  s t ra te g ic  management
th eo ry  to  a th eory  o f d iv e s t i tu r e ;  (2 )  An exam ination o f  
th e  d iv e s t i tu r e  l i t e r a t u r e ,  i t s  conclusions and 
c o n tra d ic tio n s ; and (3 )  Summary, conclusions , and an o v e ra ll  
model o f f ir m - le v e l  co n tex tu a l in flu e n c e s  on d iv e s t itu r e  
d e c is io n s .
S tra te g ic  Management and D iv e s t itu re
To understand th e  in flu e n c e s  on and consequences o f  
d iv e s t i tu r e  fo r  a f irm , i t  is  im portant to  understand which 
dimensions o f  a f i r m ’ s environm ent may be co n cep tu a lly  
lin k e d  w ith  d iv e s t i tu r e .  What f irm  c h a ra c te r is t ic s  and 
t h e i r  in te rn a l and e x te rn a l environm ents a re  o f  re levance in  
e x p la in in g  d iv e s t itu r e  behaviors and outcomes? How may 
these c h a ra c te r is t ic s  and co n d itio n s  be measured in  order to  
understand th e  d iv e s t itu r e  t r ig g e r in g  mechanisms and the  
l ik e lih o o d  o f d iv e s t itu r e  success? More c o n c re te ly , how is  
"success” defin ed  in  a d iv e s t i tu r e  s itu a t io n ?
As noted p re v io u s ly , fo r  th e  purposes o f  th is  research , 
d iv e s t i tu r e  is  d e fin ed  as the s a le  o f a wholly-owned ongoing 
u n it  in  a m u lt i -u n it  f ir m . D iv e s t itu re  o f a u n it  means th a t  
a f irm  no longer competes in  a s p e c if ic  product/m arket a re a . 
Thus, d iv e s t i tu re s ,  as d e fin ed  in  th is  s tudy , are  s t ra te g ic
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ch o ices . In v o lu n ta ry  d iv e s t i tu r e s ,  such as th e  c o u r t-  
ordered breakup o f th e  B e ll System, o r p a r t ia l  d iv e s t i tu r e  
o f stock In te r e s ts ,  a re  o u ts id e  th e  scope o f th is  s tudy .
In  th e  s tra te g y  l i t e r a t u r e ,  v a rio u s  m otives are  
repo rted  fo r  d iv e s t i tu r e ,  although d iv e s t i tu r e  1s most o fte n  
mentioned as a co rp o ra te  re a c tio n  to  a m istake 1n 
a c q u is it io n  o r d isposal o f  a ho pe less ly  d e c lin in g  business 
(Jauch & G lueck, 1988; Montgomery & Thomas, 1988). Indeed, 
whole books have been w r it te n  about how to  p o s it io n  
businesses fo r  d isposal and how to  determ ine when to  s e l l  a 
business u n it  (H a rr lg a n , 1980).
These a re  In t u i t iv e ly  appea ling  n o tio n s , fo r  to  th in k  
otherw ise would beg th e  question  "Why would anyone s e l l  a 
successful business u n it? "  I t  seems th a t  on ly  business 
u n its  th a t  a re  “unsuccessful" are  l i k e ly  candidates fo r  
d iv e s t i tu r e .  D iv e s t i tu r e ,  as a non-growth s tra te g y , has 
va lue  connotations th a t  a re  lin k e d  w ith  f a i lu r e ,  or as a 
less d e s ira b le  choice (Duhalme, 1981; G llm our, 1973; Jauch & 
Glueck, 1988). Th is  is  a very narrow view  o f  d iv e s t i tu r e ,  
one th a t  1s both in ac c u ra te  and unnecessarily  r e s t r ic t iv e  
from a s t ra te g ic  choice p o in t o f v iew . D iv e s t itu re  can be a 
very advantageous s t ra te g ic  move, e s p e c ia lly  when a u n it  to  
be d ives ted  1s perce ived  to  be successful by s ig n if ic a n t  
stakeho lders  in  both th e  co m p etitive  arena and s e c u r it ie s  
m arkets (Montgomery, Thomas, & Kamath, 1984). For example, 
General E le c t r ic  uses d iv e s t i tu r e  to  remove co rp orate  assets
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from m arkets 1n which I t  does not have a s u s ta in a b le  
c o m p e titiv e  advantage. By using d iv e s t i tu r e  1n th is  manner, 
General E le c t r i c ’ s o v e ra ll growth may be g re a te r  than 1 f the  
d ives ted  u n it  was re ta in e d  1n I t s  business p o r t fo l io  
(Sherman, 1989).
The d isposal o f  a successfu l u n it  1s o fte n  th e  m otive  
fo r  s e l l in g  an e n tre p re n e u r ia l f i r m . Many sm all businesses  
and fra n c h is e s  a re  s ta r te d  w ith  th e  im p l ic i t  purpose o f  
s e l l in g  to  new owners. Th is  "growth to  s e l l"  s tra te g y  Is  
o fte n  the com pletion o f a successfu l investm ent s tra te g y  by 
an en trep ren eu r (J u s t is ,  Judd, a Stephens, 1965). T h is  same 
idea  may be e v id e n t in  those instances where a successful 
business u n it  is  d ives ted  by a paren t f irm  . There appear 
to  be no instances documented in  the d iv e s t i tu r e  l i t e r a t u r e  
where a f irm  s ta r te d  o r bought a business u n it  w ith  th e  
avowed purpose o f  s e l l in g  th e  u n it  a t  a la t e r  d a te .
However, i t  1s d i f f i c u l t  to  determ ine what fa c to rs  were 
o p e ra tiv e  in  an o r ig in a l s t ra te g ic  cho ice.
Research s p e c i f ic a l ly  concerning d iv e s t itu re  dec is ions  
and t h e i r  p o ss ib le  outcomes 1s lim ite d  and fre q u e n tly  
c o n tra d ic to ry . There are  many re le v a n t s t ra te g ic  research  
Ideas th a t  o f f e r  usefu l guidance in  addressing d iv e s t itu re  
study. The areas o f  s t ra te g ic  d ec is io n  making, stages o f  
f irm  development, performance measures, and usefu l work on 
f irm  performance determ inants a l l  add In s ig h ts  in to  
understanding d iv e s t i tu r e .  D iv e s t itu re  1s recognized as one
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o f th e  s t r a te g ic  o p tio n s  th a t  top managers may use. 
D iv e s t itu re  should be viewed in  the  same v a lu e -fre e  manner 
as jo in t  v en tu re s , v e r t ic a l  and h o riz o n ta l in te g ra t io n ,  
a c q u is it io n , m ergers, o r any o th e r s t r a te g ic  choice th a t  may 
a f fe c t  a f i r m 's  co m p etitiven ess . However, s ince past 
d iv e s t i tu r e  research does not p rov ide  a complete 
understanding o f  d iv e s t i tu r e  and i t s  po ss ib le  outcomes, i t  
is  d i f f i c u l t  to  p re d ic t  p o ss ib le  d iv e s t i tu r e  d ec is io n  
consequences.
D iv e s t itu re
Researchers have id e n t i f ie d  severa l events th a t  
t y p ic a l ly  are lin k e d  w ith  d iv e s t i tu r e .  W hile th e  f in a n c ia l
t
l i t e r a t u r e  and a sm all number o f  s tra te g y  s tu d ies  have 
examined d ives ted  u n its  as the  u n it  o f a n a ly s is , th e re  is  a 
growing body o f research th a t  in d ic a te s  f i r m - le v e l  fa c to rs  
(as opposed to  u n it -s p e c if ic  fa c to rs )  may p lay  a la rg e r  ro le  
in  d iv e s t itu re  than has been p rev io u s ly  recognized  
(Montgomery & Thomas, 1988; Montgomery e t  a l . ,  1984; Tay lo r  
e t  a l . ,  1987). Since th e re  1s a l im ite d  amount o f previous  
research on d iv e s t i tu r e ,  both u n it  and f ir m -s p e c if ic  
research were examined fo r  usefu l concepts. Th is  se ctio n  
ac cord ing ly  e x p lic a te s  d iv e s t itu re  In flu en ce s  th a t  previous  
in v e s tig a tio n s  have id e n t i f ie d ,  and in te g ra te s  these d iv e rs e  
in flu e n ce s  In to  a f i r m - le v e l  d iv e s t itu re  th e o ry .
E m pirica l research on corporate  d iv e s t i tu r e  is  ra th e r  
l im ite d , considering  th e  r e la t iv e  frequency o f d iv e s t itu re
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among la rg e  f irm s . C o n cep tua lly , some turnaround l i t e r a t u r e  
is  re la te d  to  d iv e s t i tu r e ,  but th e  prim ary d iv e s t i tu r e  focus
in  turnaround s tu d ie s  seems to  be m axim ization o f asset
recovery from  s a le  o f  a d ives ted  u n it .  Thus th e  turnaround  
l i t e r a t u r e  1s more c lo s e ly  re la te d  to  the  asset d isposal 
view o f  d iv e s t i tu r e  than research which views d iv e s t i tu r e  as 
a v o lu n ta ry  s t ra te g ic  a c t (Ham brick, 1966).
The ro le  o f d iv e s t i tu r e  dec is ion  in flu e n c in g  fa c to rs  
has been th e  s u b je c t o f more s tu d ies  than any o th e r fa c e t  o f  
d iv e s t i tu r e .  U n fo rtu n a te ly , th e re  is  not a la rg e  degree o f  
consensus as to  what in flu e n c in g  fa c to rs  are  most im p o rtan t, 
nor have th e  s tu d ies  approached th e  study o f d iv e s t i tu r e  
w ith  th e  same le v e l o f r ig o r  or o p e ra t io n a liz a t io n  (T a y lo r ,  
1 9 8 8 ) .
There are  more s tu d ies  in  the  fin an ce  l i t e r a t u r e
concerning d iv e s t itu re  than in  the s tra te g y  l i t e r a t u r e .
However, alm ost a l l  o f these s tu d ies  are  event s tu d ies  
r e la t in g  to  the  e f fe c t  on a f i r m ’ s market v a lu a tio n  by a 
d iv e s t i tu r e  announcement (e .  g . ,  J a in , 1985; K le in , 1986; 
R osenfeld , 1984). W hile th is  is  c e r ta in ly  an im portant 
e f f e c t ,  i t  does l i t t l e  to  help  researchers understand the  
re la t io n s h ip  between environm ental fa c to rs , f irm  s p e c if ic  
fa c to rs , th e  dec is ion  to  d iv e s t, and subsequent market and 
o p e ra tin g  perform ance. Those few s tu d ies  in  th e  f in a n c ia l  
l i t e r a t u r e  th a t  mention po ss ib le  m otives fo r  d iv e s t itu re  use 
f in a n c ia l-b a s e d  th e o r ie s , such as decrease in  cash flo w , o r
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agency theory  as ex p la n a to ry  mechanisms ( e . g . ,  A lexander, 
Benson, & Kampmeyer, 1984; Sicherman & Pettw ay, 1987). 
P re s c r ip t iv e  L i te r a tu r e
Most o f  the  e a r l i e r  l i t e r a t u r e  on d iv e s t i tu r e  1s 
p re s c r lp t lv e , i . e . ,  o f fe r in g  advice on Implementing  
d iv e s t i tu r e  d e c is io n s . B1ng (1 9 7 8 ), Lovejoy (1 9 7 1 ), and 
V ig n o la  (1974) p r im a r ily  focus on th e  mechanics o f  
Implementing a d iv e s t i tu r e  d e c is io n , assuming th a t  the  
d ec is io n  to  d iv e s t has a lrea d y  occurred . D iv e s t itu re  1s 
seen p r im a r ily  as an asset d isposal d e c is io n .
T a y lo r ’ s (1988 ) book has an e m p ir ic a l base, in  th a t  she 
b u ild s  upon her own research as w e ll as th a t  o f  o th e rs . 
However, th e  book 1s ta rg e te d  a t  th e  p ra c tic in g  top manager 
and may be c h a ra c te r iz e d  as a p re s c r ip t iv e  work.
The importance o f n o n -f in a n c ia l fa c to rs  in  d iv e s t itu re  
d ecis ions  is  mentioned by Lovejoy (1 9 7 1 ). He discusses  
severa l prim ary fa c to rs  th a t  m ight block or de lay  
co n s id era tio n  o f d iv e s t i tu r e ,  such as m anagerial attachm ent 
to  a u n it ,  o r id e n t i f ic a t io n  o f  a f i r m ’ s name w ith  a 
p a r t ic u la r  business. Th is  1s co n cep tu a lly  re la te d  to  the  
in v e s tig a tio n  o f b a r r ie rs  to  e x i t  th a t  P o rte r (1 976 ) and 
H arrigan  (1980 ) examined in  t h e i r  work on endgame 
s t ra te g ie s . Lovejoy a ls o  supports th e  idea o f f irm  
f in a n c ia l fa c to rs  as a m otive fo r  d iv e s t i tu r e .  He proposes 
th a t  a desperate need fo r  cash to  avoid bankruptcy 1s a 
p o ss ib le  m otive fo r  firm s  to  d iv e s t p r o f i ta b le  u n its .
F ie ld  research formed th e  b as is  fo r  V ig n o la ’ s (1 974 )  
book. H is  prim ary conclusion was th a t  th e  d e c is io n  to  
d iv e s t 1s f in a n c ia l ly  m o tiva ted , 1n th a t  a p ercep tio n  o f  
u n favorab le  su bu n it performance is  th e  prim ary  m otive fo r  
d iv e s t i tu r e  o f  th a t  u n it .  V ign o la  does not address the  
d iv e s t i tu r e  o f p r o f i ta b le  u n its ;  he e v id e n tly  th in k s  th a t  
even though p r o f i t a b le ,  a u n it  can be perceived  as low 
perfo rm ing , and thus become a cand idate  fo r  d iv e s t i tu r e .  
However, he addresses what th e  m ajor e f fe c ts  o f d iv e s t i tu r e  
would be on a u n i t ’ s o r a f i r m ’ s prim ary s ta ke h o ld ers , thus  
acknowledging the in te r r e la te d  na tu re  o f d iv e s t i tu r e  
d e c is io n s .
To paraphrase Bing (1 9 7 6 ), h is  book does not dw ell on 
the  wisdom o f the  d ec is io n  to  d iv e s t , but examines how to  
make th e  most o f the  d ec is io n  once i t  is  made. To th is  end, 
Bing provides c h e c k lis ts  o f  necessary a c tio n s  which, when 
accom plished, w i l l  assure a smooth d iv e s t i tu r e  d ec is io n  
im plem entation . Some o f the a c tio n s , such as "contact 
pro sp ec tive  buyers" a re  more e a s ily  advocated than  
accomplished, but B ing ’ s book is  v a lu a b le  fo r  i t s  
completeness and sim ple s ty le .  I t  adds l i t t l e ,  however, to  
a theory  o f  d iv e s t i tu r e .
E x it  D ecisions
Both P o rte r (1976 , 1980) and H arrlg an  (1980 , 1981) 
researched what could be c h a ra c te rize d  as in d u s tr ie s  in  the  
d e c lin e  phase o f t h e i r  l i f e  c y c le . Firms in  these
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In d u s tr ie s  are  p r im a r i ly  1n d e fen s ive  s itu a t io n s  and 1n what 
game th e o r is ts  c a l l  th e  "endgame" ( i . e . ,  a s itu a t io n  th a t  
occurs a t  th e  end o f a stream  o f s tra te g y  d e c is io n s ).
P o r te r ’ s (1976 ) research is  Im portan t p r im a r i ly  fo r  h is  
re c o g n itio n  o f  fa c to rs  which can h inder a u n i t ’ s d iv e s t i tu r e  
by a f ir m . He c a l ls  these fa c to rs  e x i t  b a r r ie r s ,  and 
co n cep tu a lize s  them as:
1. s t ru c tu ra l o r economic b a r r ie rs
2. co rp orate  s tra te g y  b a r r ie rs
3. m anagerial b a r r ie rs
Using PIMS ( P r o f i t  Im pact o f M arketing  S tra te g y ) d a ta , 
P o rte r found th a t  e x i t  b a r r ie rs  a re  im portan t p re d ic to rs  o f 
th e  n o n -d iv e s tin g  o f u n p ro fita b le  u n its . I t  is  im portan t to  
note th a t  P o rte r s tu d ied  c h a ra c te r is t ic s  o f  business u n its ,  
not f irm s , and th a t  he on ly  s tud ied  business u n its  earn ing  
u n s a tis fa c to ry  re tu rn s . Thus, P o rte r  does not address the  
question  o f  what f irm  s p e c if ic  fa c to rs  a f f e c t  d iv e s t i tu r e ,  
nor does he in v e s tig a te  d iv e s t itu re s  o f p r o f i ta b le  
businesses.
H arrigan  (1980 , 1981), by c o n tra s t, concentrated  on 
behavior in  d e c lin in g  in d u s tr ie s . S p e c if ic a l ly ,  she found 
in d u s try  s p e c if ic  fa c to rs  to  be s ig n if ic a n t  p re d ic to rs  o f  a 
business u n i t ’ s a b i l i t y  to  e x i t  an in d u s try  in  a successful 
fa s h io n . H a rr ig a n ’ s research a ls o  supports th e  view o f  
d iv e s t i tu r e  as a s t ra te g ic  a c t, as she advocates th a t  firm s  
plan t h e ir  e x i t  from an in d u s try  a t  th e  tim e o f  i n i t i a l
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e n try . However, as does P o r te r , she In v e s tig a te s  b a r r ie rs  
to  e x i t  a t  th e  bus1ness-un1t le v e l .  H arrlgan  notes th e  
va lue  to  firm s  o f  a p ro a c tiv e  s tra te g y  1n a d e c lin e  
s itu a t io n ,  although why a d iv e s t i tu r e  1s considered  
p ro a c tiv e  in stead  o f re a c t iv e  1s no t made c le a r .
T o p  Management Turnover
Case analyses o f  th re e  la rg e  firm s  were used by Gilmour 
(1973 ) 1n studying d iv e s t i tu r e .  In  th e  d iv e s t itu r e  
d ec is io n s  p r o f i le d ,  each is  preceded by a change in  top  
management. G ilm our’ s research , though c le a r ly  lim ite d  in  
g e n e ra liz a b l1i t y  by h is  sm all sample, supports th e  idea th a t  
top management tu rn o ver may f a c i l i t a t e  d iv e s t i tu r e .  Th is  
theme was In v e s tig a te d  by la t e r  research ers , but g e n e ra lly  
not supported (Duhaime, 1981; Ouhaime & G ran t, 1984; Nees, 
1981). Although th e  idea th a t  top  managers may have an 
attachm ent to  a u n it  th a t  would In te r fe r e  w ith  I t s  
d iv e s t i tu r e  is  in t u i t iv e ly  appealing  (P o r te r , 1976), i t  is  
not supported by research . W hile managers may have an 
attachm ent to  a u n it  because o f past a s s o c ia tio n  o r o th er  
reasons, e v id e n tly  th is  attachm ent does not t y p ic a l ly  stand  
1n the  way o f d iv e s t i tu r e  1 f i t  1s In d ic a te d  by o th er  
fa c to rs .
Severa l in v e s tig a tio n s  thus seem to  c o n tra d ic t P o rte r  
(1976) on th e  question o f m anagerial attachm ent. P o rte r  
hypothesized th a t  m anagerial attachm ent could be a 
s ig n if ic a n t  non-economic b a r r ie r  to  d iv e s t itu re  in  a s in g le
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business company o r d iv is io n . However, 1 t should be noted  
th a t  some o f th e  research which supposedly re fu te s  P o r te r ’ s 
hypotheses (Duhalme, 1981; Duhalme & G ran t, 1984), was 
conducted a t  the  f irm  le v e l o f a n a ly s is , not a t  the  u n it  
le v e l .  Perhaps m anagerial attachm ent would be s tro n g er a t  
th e  in d iv id u a l u n it  le v e l ,  a lthough in d iv id u a l u n it  managers 
may have l i t t l e  in flu e n c e  on f irm  le v e l d iv e s t itu re  
d e c is io n s .
A survey o f la rg e  in d u s tr ia l f irm s , conducted by Patton  
and Duhaime (1 9 7 8 ), In v e s tig a te d  a t t i tu d e s  o f  top managers 
toward d iv e s t i tu r e  and th e  s p e c if ic s  o f rece n t d iv e s t itu re s .  
The re s u lts  support th e  view th a t  m anagerial attachm ent to  a 
u n it  may in te r fe r e  w ith  i t s  t im e ly  d iv e s t i tu r e .  The re s u lts  
a lso  in d ic a te  th a t  a d ives ted  u n i t ’ s performance r e la t iv e  to  
i t s  paren t f irm  is  g e n e ra lly  perceived as poor by top  
management. The su rvey ’ s most in te re s t in g  f in d in g  was the  
discrepancy between a f i r m ’ s s ta te d  in te n t io n s , and i t s  
a c tu a l d iv e s t itu r e  a c tio n s . O ften , i t  seems a f irm  does not 
d iv e s t a u n it ,  even though co n d itio n s  e x is t  th a t  i t s  
managers sa id  would lead to  d iv e s t itu r e .
A p o ss ib le  ex p la n a tio n  fo r  such behavior is  the b ias  
th a t  top managers have towards growth. Top managers have a 
la rg e  amount o f  power, o fte n  a c tin g  alm ost autonomously 
(Hamerme6h, 1986). Many top managers equate growth w ith  
success, and most fe e l th a t  not to  grow is  to  be 
unsuccessful (T a y lo r , 1988). Thus, th e re  may be value
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connotations attached  to  d iv e s t i tu r e  th a t  p revent managers 
from  a c tin g  as lo g ic a l ly  as they in d ic a te  they w i l l  in  
d iv e s t itu r e  s itu a t io n s  (Duhaime & Schwenk, 1985).
B u ild in g  on these in v e s tig a tio n s , T a y lo r e t  a l .  (1987) 
proposed a conceptual model o f in flu e n ce s  on d iv e s t i tu r e  
d e c is io n s . The model d i f fe r e n t ia te d  between the  
p r e c ip ita t in g  fa c to rs  o f f irm  s tra te g y  and f irm  f in a n c ia l  
perform ance, and what a re  termed f a c i l i t a t i n g  fa c to rs :  
p r io r  d iv e s t itu re  experience , top management tu rn o v e r, the  
ex is te n c e  o f a management in fo rm a tio n  system, and o v e ra ll  
economic c o n d itio n s . From T a y lo r e t  a l . ’ s d iscu ss io n , i t  
appears they see th e  in te ra c t io n  between th e  p r e c ip ita t in g  
fa c to rs  and f a c i l i t a t i n g  fa c to rs  as im portant in  e x p la in in g  
f irm  d iv e s t i tu r e  behav ior.
Note th a t  the  research o f Duhaime (1981) and Duhaime 
and G rant (1984) d id  not support T a y lo r e t  a l . ’ s 
f a c i l i t a t i n g  fa c to r  o f o v e ra ll economic c o n d itio n s , nor have 
any previous s tu d ies  In v e s tig a te d  th e  ro le  o f management 
in fo rm a tio n  systems in  d iv e s t itu re  d ec is io n s . A d d it io n a lly ,  
support fo r  p r io r  d iv e s t itu re  experience as a f a c i l i t a t i n g  
fa c to r  has been mixed, w ith  Gilmour (1973) and Nees (1978) 
su p p orting , and Duhalme (1981) and Duhaime and G rant (1984) 
not supporting  th is  id ea . Thus, i t  appears th a t  th e  model 
proposed by T a y lo r e t  a l . In corpo ra tes  supposed f irm  
d iv e s t i tu r e  in flu e n ce s  th a t  have been e q u iv o c a lly  supported  
by p r io r  in v e s tig a tio n s .
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To summarize, th e re  is  a d iv e r s ity  o f  o p in io n  over 
whether top  management tu rn o ver 1s assoc ia ted  w ith  
d iv e s t i tu r e  b eh av io r, whether p r im a r ily  o r in  in te ra c t io n  
w ith  performance and o th e r fa c to rs . To in v e s t ig a te  th is  
re la t io n s h ip , the  fo llo w in g  research question  w i l l  guide  
hypothesis fo rm u la tio n :
Research Question 1 -  Is  top management change a t  the  
f irm  le v e l associated  w ith  d iv e s t itu re ?
M arket Performance and D iv e s t itu re
A f i r m ’ s m arket performance r e la te s  to  the  re tu rn s  
which accrue to  i t s  s to c k h o ld e r’ s due to  changes in  the  
m arket va lue  o f t h e i r  s to ck . A s to c k ’ s m arket p r ic e  is  
determ ined by buyer perceptions o f i t s  fu tu re  va lue  (Brown & 
W arner, 1980). Thus, an ev en t, such as d iv e s t i tu r e ,  is  sa id  
to  a f fe c t  a f i r m ’ s market performance to  th e  e x te n t th a t  
re tu rn s  to  i t s  s tockholders a re  d i f f e r e n t  from those th a t  
would be considered a p p ro p ria te , based on e q u ilib r iu m  
expected re tu rn s  (Brown & Warner, 1985).
There is  some evidence in  th e  s tra te g y  l i t e r a t u r e  th a t  
one outcome o f a d iv e s t itu re  is  i t ’ s e f fe c t  on the m arket 
p r ic e  o f a d iv e s tin g  f irm  (Montgomery & Thomas, 1988). The 
l i t e r a t u r e  in  th e  f in a n c ia l area is  l im ite d  on th is  to p ic ,  
s u ffe r in g  from th e  same d e fic ie n c y  as th e  s tra te g y  
l i t e r a t u r e  ( i . e . ,  a tremendous amount about m ergers, but 
very l i t t l e  about d iv e s t itu re ;  A lexander, Benson, & 
Kampmeyer, 1984). The l i t e r a t u r e  rep o rts  mixed market
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e f fe c ts  w ith  regard to  d iv e s t i tu r e ,  some s tu d ie s  re p o rtin g  
p o s it iv e  m arket e f fe c ts  and o th e rs  re p o rtin g  n e g a tive  o r no 
in flu e n c e  on a f i r m ’ s m arket p r ic e  (Sicherman & Pettw ay,
1987).
The f in a n c ia l  l i t e r a t u r e  g e n e ra lly  c la s s if ie s  
d iv e s t itu re s  as v o lu n ta ry  or in v o lu n ta ry . V o lu n tary  
d iv e s t itu re s  a re  those th a t  top  management w i l l in g ly  makes 
fo r  th e  b e n e f it  o f  a f irm  and i t s  s to ckh o ld ers , w h ile  
in v o lu n ta ry  d iv e s t itu re s  a re  those top  managers a re  fo rced  
to  undertake. Examples o f  in v o lu n ta ry  d iv e s t i tu r e  would 
in c lud e  those due to  a n t i - t r u s t  a c tio n s , such as the  breakup 
o f th e  B e ll System, and those d iv e s t itu re s  imposed on a f irm  
by some o th e r leg a l ra m if ic a t io n s , such as e n try  o f  a p aren t 
f irm  in to  Chapter 11 re o rg a n iz a tio n . W hile the  e f f e c t  o f an 
in v o lu n ta ry  d iv e s t itu r e  is  im portant to  a f ir m , i t  is  an 
in v o lu n ta ry  a c tio n , and is  not considered a s t ra te g ic  a c t  
( fo r  s tu d ies  on in v o lu n ta ry  d iv e s t i tu re s ,  see Eckbo, 1983, 
S tillm a n , 1983; W eir, 1983).
In  th e  f in a n c ia l l i t e r a t u r e ,  v o lu n ta ry  d iv e s t itu re s  are  
g e n e ra lly  viewed as p o s it iv e  n e t p resent va lue  d e c is io n s . 
That is ,  a u n it  is  d ives ted  i f  th e  n e t p resent va lue  to  be 
obtained  by d iv e s t itu r e  is  g re a te r  than the  expected  
discounted cash flow s re a liz e d  by re ta in in g  th e  u n it  in  a 
f i r m ’ s business p o r t fo l io .  I t  1s g e n e ra lly  concluded in  the  
f in a n c ia l l i t e r a t u r e  ( e .g . ,  A lexander e t  a l . ,  1984) th a t  th e  
prim ary m otives fo r  d iv e s tin g  a u n it  a re ;
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1. A d e s ire  to  s e l l  u n p ro f ita b le  ve n tu re s .
2. Narrowing th e  scope o f  a f i r m ’ s o p era tio n s  by 
d iv e s tin g  n o n re la ted  a c t iv i t i e s .
3 . S e ll in g  assets to  generate  cash fo r  th e  firm s  
rem aining a c t iv i t i e s .
For a d iv e s tin g  f ir m , th e  e f f e c t  o f  a v o lu n ta ry  
d iv e s t i tu r e  is  g e n e ra lly  p o s it iv e  w ith  regard to  m arket 
v a lu a tio n  (Montgomery, Thomas, & Kamath, 1984). However, 
not a l l  v o lu n ta ry  d iv e s t itu r e  announcements a re  fo llo w e d  by 
p o s it iv e  m arket p r ic e  movements (K le in , 1986). The s iz e  o f  
a d iv e s t itu r e  is  associated  w ith  p o s it iv e  market e f fe c ts  fo r  
a d iv e s tin g  f ir m . I f  a d iv e s t i tu r e  in vo lves  ten  percen t or  
less  o f th e  c u rre n t va lue o f a d iv e s tin g  f irm , g e n e ra lly  the  
e f f e c t  on m arket p r ic e  o f the  d iv e s tin g  f irm  is  non­
s ig n i f ic a n t ,  but in  a p o s it iv e  d ire c t io n . However, i f  a 
d iv e s t itu r e  in vo lves  more than te n  percent o f th e  va lu e  o f  
th e  d iv e s tin g  f ir m , th e  increase in  m arket p r ic e  is  
g e n e ra lly  (b u t not alw ays) p o s it iv e  and s ig n if ic a n t .  
A d d it io n a lly , f irm s  announcing a s a le  p r ic e  in  the  i n i t i a l  
announcement o f d iv e s t i tu r e  ty p ic a l ly  have a much la rg e r  
p o s it iv e  m arket e f fe c t  than firm s  fo r  which th e  s a le  p r ic e  
is  announced la t e r  o r not announced a t  a l l  (K le in , 1986; 
R osenfeld , 1984).
An in v e s tig a tio n  by Montgomery, Thomas, and Kamath 
(1984) examined the  re la t io n s h ip  between type o f d iv e s t itu re  
and e f f e c t  on a f i r m ’ s m arket v a lu e . They found th a t
d iv e s t itu re s  lin k e d  to  s t ra te g ie s  appearing in  f irm  
p u b lic a tio n s  are  valued p o s it iv e ly  1n th e  stock m arket. In  
c o n tra s t, f i r m  d iv e s t itu re s  po rtrayed  as th e  s a le  o f 
unwanted u n its  in  th e  absence o f  d e fin ed  f i r m - le v e l  
s t ra te g ic  goals are  valued n e g a t iv e ly . Thus, i t  appears 
th a t  l in k in g  p u b lic a tio n  o f a f i r m 's  in te n t io n  to  d iv e s t  
w ith  an Intended s tra te g y  g e n e ra lly  a f fe c ts  a f i r m ’ s m arket 
va lue p o s it iv e ly .  T h is  is  th e  o n ly  published study o f which 
th is  researcher is  aware th a t  l in k s  a purposive s tra te g y  and 
p o s it iv e  ga ins fo r  a d iv e s tin g  f ir m . I t  is  an im portant 
study s in ce  1 t concludes th a t  th e re  may be d i f f e r in g  
s tra te g ie s  u t i l i z e d  by firm s  to  d iv e s t . These s tra te g ie s  
may be assoc ia ted  w ith  d i f f e r in g  re tu rn s  to  the  d iv e s tin g  
f ir m . Th is  seems to  be an in t u i t iv e  f in d in g , but Montgomery 
e t  a l . have e v id e n tly  thus f a r  provided th e  on ly  em p iric a l 
evidence o f th is  e f f e c t .
To in v e s tig a te  th e  re la t io n s h ip  between a f i r m ’ s m arket 
performance and d iv e s t i tu r e ,  th e  fo llo w in g  research question  
w i l l  guide hypothesis gen era tio n :
Research Question 2 -  Are th e re  d iffe re n c e s  1n 
m arket p r ic e  performance between d iv e s tin g  and 
nond ivesting  f irm s , both p r io r  to  and fo llo w in g  a 
d iv e s t itu re ?
O perating Performance
One w id e ly  accepted category o f  performance measures is  
g e n e ra lly  c a lle d  o p era tin g  performance and co nsis ts  o f
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h is to r ic a l  f in a n c ia l  d a ta . O perating performance measures 
are  w id e ly  used to  assess m anagerial performance and are  
acknowledged to  cap tu re  past r e la t iv e  performance 
(Venkatraman & Ramanujam, 1987). Thus, top managers are  
l i k e ly  in flu e n ce d  by com parative measures o f o p era tin g  
performance in  making s t ra te g ic  d e c is io n s , such as 
d iv e s t i tu r e .
There 1s a general perception  among f in a n c ia l and 
s tra te g y  researchers th a t  a period  o f r e la t iv e  f in a n c ia l  
weakness precedes a f i r m 's  d iv e s t itu re  d e c is io n . This  
weakness may ta ke  two form s. F i r s t ,  th e re  may be an 
absolu te  d e c lin e  in  p r o f i t a b i l i t y  and re tu rn  on investm ent 
in  a d iv e s tin g  f irm  th a t  precedes a d iv e s t itu r e  dec is ion  
(Sicherman & Pettw ay, 1987). Second, th e re  may be lower 
than a n t ic ip a te d  re tu rn s , even though a f irm  is  p r o f i ta b le  
and appears to  be adequately funded. A f irm  f in d in g  i t s e l f  
in  a f in a n c ia l ly  weak p o s it io n  may have d i f f i c u l t y  ra is in g  
e x te rn a l c a p ita l a t  a cost i t  wishes to  pay, and thus may 
f in d  d iv e s t itu re  a d e s ira b le  a lte r n a t iv e  (J a in , 1985).
Thus, a d e c lin e  in  f irm  o p era tin g  performance would l ik e ly  
have a p o s it iv e  in flu e n c e  on a d iv e s itu re  d e c is io n . The 
f in a n c ia l l i t e r a t u r e  g e n e ra lly  does not mention s tra te g ic  
d iv e s t itu re  choices, o th er than to  note th a t  sometimes firm s  
d iv e s t n o n -re la te d  businesses (A lexander e t  a l . ,  1984).
Duhalme (1981 ) and Duhalme and Grant (1984) 
in v e s tig a te d  p o ss ib le  fa c to rs  in flu e n c in g  the  d iv e s t itu re
process. They s tu d ied  in flu e n c e s  hypothesized from a wide 
range o f  frameworks, such as 1 i f e -c y c le  th e o ry , end-game 
th e o ry , stages o f co rp o ra te  development, p o r t fo l io  th eo ry , 
and th e  l im ite d  p r io r  work on d iv e s t i tu r e .  Of th e  numerous 
hypothesized in flu e n c e s , th re e  were found to  be s ig n if ic a n t :  
u n it  s tre n g th , u n it  interdependency, and f irm  f in a n c ia l  
s tre n g th  r e la t iv e  to  in d u s try  averages. W hile Duhaime and 
G rant id e n t i fy  im portant in flu e n c in g  fa c to rs , th e re  was no 
attem pt to  a s c e rta in  which fa c to rs  have the g re a te r  r e la t iv e  
impact on a d iv e s t i tu r e  d e c is io n .
I t  should be noted th a t  both Duhaime’ s (1981) and 
Duhaime and G ra n t’ s (1984) research u t i l i z e d  th e  same data  
c o lle c te d  from a 40 f irm  sample o f  top management 
p e rc e p tio n s . Since th e  managers were asked about 
d iv e s t itu re s  th a t  occurred p r io r  to  the  in te rv ie w s , i t  is  
p o ss ib le  th a t  some amount o f  post hoc r a t io n a l iz a t io n  was 
captured in  t h e i r  in te rv ie w  responses. A lso , the  research  
methodology in  these s tu d ie s  is  somewhat d i f f i c u l t  to
in te r p r e t  in  th a t  most v a r ia b le s  have on ly  two le v e ls , low% *
or h igh . However, the  measures o f f irm  f in a n c ia l  
performance were drawn from Comoustat. in d ic a tin g  th a t  f irm  
le v e l hypothesis support w ith  regard to  performance da ta  is  
less  open to  in te r p r e ta t io n .  Thus, the prim ary observation  
to  be drawn from Duhaime (1981) and Duhaime and G ra n t’ s 
(1 984 ) work is  th a t  o p era tin g  performance appears to  be 
n e g a tiv e ly  re la te d  to  d iv e s t i tu r e .
Montgomery and Thomas (1 9 86 ) compared a sample o f 68 
Fortune 500 firm s  th a t  d ive s ted  to  a sample o f  68 non- 
d iv e s tin g  Fortune 500 f irm s . The firm s  were matched using  
fo u r d i g i t  Standard In d u s tr ia l  C la s s if ic a t io n  (S IC ) and 
revenue s iz e . C urren t r a t io ,  re tu rn  on t o t a l  a s se ts , debt 
to  t o t a l  assets , and tim es in te r e s t  earned were compared 
befo re  and a f t e r  d iv e s t i tu r e .  Montgomery and Thomas found 
th a t  d iv e s tin g  firm s  g e n e ra lly  have poorer o p era tin g  
performance both before  and a f t e r  a d iv e s t i tu r e .  However, 
they o n ly  compared the  firm s  fo r  th e  year be fo re  and th e  
year a f t e r  d iv e s t i tu r e .  The question  o f what happens to  
d iv e s tin g  firm s  w ith  regard to  o p e ra tin g  performance over 
periods g re a te r  than one year was unaddressed. From a 
s t ra te g ic  choice v ie w p o in t, long term  performance ( e .g . ,  th e  
perio d  from one to  f iv e  years before  or a f t e r  a s t ra te g ic  
cho ice) is  th e  item  o f in te r e s t  (Rum elt, 1979). The present 
research addresses th a t  issue . Thus, the  fo llo w in g  research  
question :
Research Question 3 -  Are th e re  p re - and post­
d iv e s t i tu r e  op era tin g  performance d iffe re n c e s  between 
d iv e s tin g  and nond ivesting  firm s?
O rg a n iza tio n a l Slack
O rg a n iza tio n a l s lack  is  a concept common to  both 
o rg a n iz a tio n  and s t ra te g ic  management th eo ry . According to  
vario us  w r ite r s ,  o rg a n iz a tio n a l s lack  serves to  reduce goal 
c o n f l ic t ,  reduce In fo rm atio n  processing needs, to  promote
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c o a l i t io n  b a rg a in in g , and f a c i l i t a t e  s t r a te g ic  behaviors  
(B ourgeois, 1981; C yert & March, 1963; S ingh, 1986;
Thompson, 1967).
Numerous d e f in it io n s  o f s la ck  have been o ffe re d , but 
most have as t h e i r  basis  th e  work o f C yert and March (1 9 6 3 ). 
Bourgeois (1981) o ffe re d  what he termed a condensed 
paraphrase o f C yert and March’s d e f in i t io n :
O rg a n iza tio n a l s la ck  is  th a t  cushion o f  ac tu a l o r  
p o te n tia l resources which a llo w s an o rg a n iz a tio n  
to  adapt s u c c e s s fu lly  to  in te rn a l pressures fo r  
adjustm ent o r to  e x te rn a l pressures fo r  change in  
p o lic y , as w e ll as to  i n i t i a t e  changes in  s tra te g y  
w ith  respect to  the  e x te rn a l environm ent (p . 3 0 ).
S lack in flu e n c e s  a f irm  in  th re e  ways. F i r s t ,  s la ck  is  
seen as a cushion a g a in s t unexpected surges in  f irm  
a c t iv i t i e s .  Thus, i t  fu n c tio n s  as a means o f s t a b i l iz in g  a 
f i r m ’ s work flo w . Second, s lack  ac ts  as a means o f a llo w in g  
firm s  to  a d ju s t to  changes in  t h e i r  environm ent w ith o u t 
experienc in g  m ajor d is ru p tio n s . A f irm  w ith  a s u f f ic ie n t  
le v e l o f s lack  can make changes in te r n a l ly  and e x te r n a lly ,  
as w e ll as fu n c tio n  in areas th a t  must be m aintained fo r  i t s  
s u rv iv a l.  T h ird , s lack  enables firm s  to  make gross changes 
in  s tra te g y  th a t  may te m p o ra r ily  d is ru p t th e  flo w  o f 
necessary in p u ts . Thus, o rg a n iz a tio n a l s la ck  f a c i l i t a t e s  
s tra te g ic  change.
Singh (1 9 8 6 ), d is tin g u is h e s  between absorbed s la ck  
( i . e . ,  s lack  as a c o s t) and unabsorbed s la ck  ( i . e . ,  
uncommitted l iq u id  reso u rce s ). Both concepts a re  
f in a n c ia l ly  d e riv e d , fo llo w in g  th e  work o f  Bourgeois (1981) 
and Bourgeois and Singh (1 9 8 3 ). S lack may be s to red  in  
d i f f e r e n t  forms such as f in a n c ia l  s la c k , human resources, o r  
technology, but i t  would seem th a t  not a l l  forms o f s la ck  
would be e q u a lly  usefu l in  cushioning a f irm  ag a in s t 
d is ru p tio n s .
So fa r  as th is  researcher is  ab le  to  determ ine, th e re  
are  no published s tu d ies  r e la t in g  o rg a n iz a tio n a l s la c k  to  
d iv e s t i tu r e .  S lack is  in d ir e c t ly  lin k ed  to  d iv e s t i tu r e  
through th e  p re v a ilin g  no tion  in  the f in a n c ia l and e x i t  
b a r r ie r  l i t e r a t u r e  th a t  the  on ly  cand idate  fo r  d iv e s t i tu r e  
is  a poorly  perform ing u n it .  Performance in  th is  l i t e r a t u r e  
is  g e n e ra lly  measured w ith  f in a n c ia l-b a s e d  c r i t e r i a  ( e .g . ,  
Alexander e t  a l . ,  1984; H arrig a n , 1981; J a in , 1985; P o rte r , 
1976 ). C yert and March (1963 ) hypothesize a re la t io n s h ip  
between f irm  performance and f irm  s la c k ; th a t  1s, h igher  
perform ing firm s  generate h igher le v e ls  o f s la c k , which 1s 
absorbed in  tim es o f a d v e rs ity . S lack fu n c tio n s  as a 
smoothing in flu e n c e  to  absorb environm ental f lu c tu a t io n s ,  
and a lso  a llow s resources fo r  in n o va tio n . Singh (1986 ) 
found a p o s it iv e  re la t io n s h ip  between f irm  r is k  prop en sity  
and s la c k , supporting the view th a t  in n o v a tiv e  firm s  
g e n e ra lly  have h igher le v e ls  o f  s la c k . Staw e t  a l . (1981)
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in v e s tig a te d  th is  re la t io n s h ip  from th e  op po site  ta c k ,  
p o s it in g  th a t  resource s c a rc ity  ( i . e . ,  reduced s la c k ) causes 
t h r e a t - r ig id i t y  in  o rg a n iza tio n s  thereby aggravatin g  a 
f i r m ’ s a lrea d y  poor p o s it io n . Thus, from t h is  p e rs p e c tiv e , 
s lack  is  seen as both a r e s u lt  o f good performance and 
in flu e n c e  on poor perform ance.
A study on bankrupt versus s u rv iv in g  firm s  concluded  
th a t  th e  form er g e n e ra lly  had lower le v e ls  o f unabsorbed 
s lack  im m ediately p r io r  to  f a i lu r e  than th e  l a t t e r .  This  
d e fic ie n c y  d id  not become s ig n if ic a n t  u n t i l  two years p r io r  
to  f a i lu r e ,  even though th e  firm s  th a t  e v e n tu a lly  went 
bankrupt had performed less  w e ll than the  s u rv iv in g  firm s  
fo r  as many as 10 years p r io r  to  f a i lu r e  (Hambrick &
D’ A veni, 1988).
One m otive o fte n  mentioned fo r  d iv e s t itu re  is  to  
acqu ire  resources fo r  re investm ent in  a f irm  (Montgomery & 
Thomas, 1988; Alexander e t  a l . ,  1984). Thus, th e re  is  an 
e x p l ic i t  l in k  between announced f irm  m otives to  d iv e s t and 
c re a tio n  o f s lack  resources. However, the  re la t io n s h ip s  
between p r io r  f irm  performance, d iv e s t i tu r e ,  th e  d is p o s itio n  
o f resources acquired from a d iv e s t i tu r e ,  and subsequent 
d iv e s tin g  f irm  performance have not been s tu d ie d . Th is  
present research co ncep tu a lizes  s lack  in  an 
absorbed/unabsorbed dichotomy and in v e s tig a te s  issues  
r e la t in g  th is  s lack  to  d iv e s t i tu r e  and f irm  performance.
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The fo llo w in g  questions guided hypothesis fo rm u la tio n :  
Research Question 4 -  Do th e  concepts o f absorbed and 
unabsorbed o rg a n iz a tio n a l s la ck  have any u t i l i t y  in  
e x p la in in g  co rp o ra te  d iv e s t i tu r e  and subsequent f irm  
performance?
Research Question 5 -  Are th e re  o rg a n iz a tio n a l s la ck  
generation  and usage d iffe re n c e s  between d iv e s tin g  and 
nond ivesting  firm s?
Environment and D iv e s t itu re
There have been numerous f i r m - le v e l  s tu d ies  over the  
past decade and a h a lf  in v e s tig a tin g  the  impact o f  
environment on perform ance. These s tu d ie s  have examined the  
lin kag es  among environment and f irm  c h a ra c te r is t ic s  and 
performance outcomes (K eats & H i t t ,  196S; P re s c o tt, 1986; 
Thompson, 1967). As p re v io u s ly  noted, th e re  have been few  
in v e s tig a tio n s  in to  the  ro le  o f  environm ental and 
performance c h a ra c te r is t ic s  on decis ions to  d iv e s t . The 
fo llo w in g  d iscussion examines those lin kag es  and th e ir  
th e o re t ic a l re la t io n s h ip s .
Bourgeois (1980) notes th a t  th e  s tra te g y  l i t e r a t u r e  
g e n e ra lly  focuses on d i f f e r e n t  task  environment a t t r ib u te s ,  
and th e  e f fe c t  o f these a t t r ib u te s  upon a f irm  (B ourgeois, 
1980, 1985; Lenz & Engledow, 1986). There 1s a wide range 
o f ta sk  environm ent dimensions (Dess & Beard, 1984;
S tarbuck, 1976). In v e s tig a tio n s  o f these a t t r ib u te s  and 
t h e i r  e f fe c ts  have led  to  th e  general conclusion th a t
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environm ent is  a m ultid im ensional concept th a t  has d i f f e r e n t  
and m u lt ip le  e f fe c ts  on f irm  c h a ra c te r is t ic s  (K eats & H i t t ,
19 88 ).
One c o n c e p tu a liz a tio n  o f th e  environm ent g e n e ra lly  
accepted is  th a t  o f Dess and Beard (1 9 8 4 ). They d escrib e  a 
f i r m ’ s task environm ent as c o n s is tin g  o f  m unificence , 
dynamism ( v o l a t i l i t y ) ,  and co m p lex ity . These dimensions are  
co n cep tu a lly  s im ila r  to  environm ental dimensions o f  
i 11i b e r a l i t y , v a r ia b i l i t y ,  and com plexity  id e n t i f ie d  by 
C h ild  (1972) as im portant in flu e n c e s  on a f i r m ’ s s t ra te g ic  
choices. A rguably , th e re  1s l ik e ly  to  be some a t t r ib u ta b le  
e f f e c t  to  any environm ental dimension th a t  is  m easurable. 
However, th e  dimension o f m unificence (as exp la in ed  below) 
would seem to  be most c lo s e ly  lin k e d  w ith  d iv e s t i tu r e .  
M unificence
M unificence is  the  a b i l i t y  o f  an environment to  support 
susta ined growth, and the  r e la t iv e  abundance o f resources  
a v a ila b le  to  support th a t  growth (Dess & Beard, 1984; Keats 
& H i t t ,  19 88 ). Resources a v a ila b le  w ith in  an environment 
in flu e n c e  s u rv iv a l and growth o f firm s  w ith in  th a t  
environment (C a s tro g io v a n n i, 1989; Randolph & Dess, 1984). 
Most firm s  seek environments th a t  p erm it growth and 
s t a b i l i t y  (A ld r ic h , 1979; S tarbuck, 1976).
In  th e  s t ra te g ic  management l i t e r a t u r e ,  m u n ifice n t 
environments a re  lin k e d  w ith  p r o d u c t - l i fe  c y c le , In d u s try  
co m p etitive  n a tu re , th e  le v e l o f p r o f i t  a v a ila b le  w ith in  an
in d u s try , and o th e r concepts assoc iated  w ith  th e  r e la t iv e  
a b i l i t y  o f a f irm  to  s u rv iv e  in  i t s  ta sk  environm ent (Beard  
& Dess, 1981; Hambrick, 1983; P o r te r , 1 9 80 ). R e la t iv e  
m unificence is  proposed as a fa c to r  in flu e n c in g  
d iv e r s i f ic a t io n  d e c is io n s . Evidence suggests th a t  firm s  
fa c in g  d e c lin in g  m unificence d iv e r s ify  in to  more m u n ific e n t  
environm ents in  o rd er to  increase o p p o rtu n it ie s  to  su rv iv e  
by reducing over a l l  r is k  (B e t t is ,  1981). L ikew ise , firm s  
a ls o  seek more m u n ific e n t environm ents in  o rd er to  enhance 
t h e i r  p r o f i t a b i l i t y  (P o r te r , 1980) s in ce  m u n ific e n t  
environm ents a re  more l ik e ly  to  fo s te r  h igher le v e ls  o f f irm  
p r o f i t a b i l i t y  (Beard & Dess, 1981; Caves, 1977).
M unificence is  thus lin k e d  w ith  the s t r a te g ic  choices  
to  d iv e r s ify  o r o therw ise change th e  p roduct/m arket mix in  
which a f irm  chooses to  compete. Since m unificence is  
lin k e d  w ith  a c q u is it io n  behav io r, i t  seems th a t  le v e l o f  
environm ental m unificence in flu e n c e s  d iv e s t i tu r e  behav io r.
I t  appears l i k e ly  th a t  d iv e s t i tu r e  is  in flu en ce d  by th e  same 
mechanisms th a t  B e t t is  (1981) determ ined in flu e n c e  dec is ions  
to  d iv e r s i f y .  That is ,  a f irm  fa c in g  a less  m u n ifice n t 
o v e ra ll environm ent may attem pt to  d iv e r s ify  in to  less  r is k y  
businesses and d iv e s t those businesses th a t  a re  perceived  to  
be o p era tin g  in  less  m u n ifice n t environm ents. Although the  
d iv e s t itu re  may be o f a s in g le  business u n it ,  the  
in flu e n c in g  fa c to r  is  the o v e ra ll m unificence le v e l 
perceived by a f i r m ’ s top managers. Thus, through
40
d iv e s t i tu r e  o f s e lec te d  u n its , a f i r m ’ s o v e ra ll m unificence  
le v e l can be in creased , and increased p r o f i t a b i l i t y  fo llo w .
M unificence is  a ls o  lin k e d  w ith  th e  number o f s t ra te g ic  
optio ns  a v a ila b le  to  a f ir m . S ince , in  most in stan ces , 
d iv e s t i tu r e  is  viewed by top managers as a les s  d e s ira b le  
a l t e r n a t iv e  (Jauch & G lueck, 19 88 ), firm s  in  more m u n ific e n t  
o v e ra ll environm ents a re  u n lik e ly  to  e x h ib it  th e  same 
prop en s ity  to  d iv e s t as firm s  in  less  m u n ifice n t  
envi ronments.
Th is  study c o n tro lle d  fo r  the p o ss ib le  e f fe c ts  o f  
m unificence on d iv e s t i tu r e  behavior firm s  by matching 
d iv e s tin g  and n o n -d iv e s tin g  firm s  according to  prim ary  
in d u s try  and revenue s iz e  in  th e  fo c a l d iv e s tin g  ye ar. 
Summary
Th is  s e c tio n  has examined th e  re le v a n t p r io r  research  
on d iv e s t itu re  in  the  management, f in a n c ia l ,  and 
o rg a n iz a tio n  theory  l i t e r a t u r e s .  A d d it io n a lly , i t  has 
presented th e  conceptual lin kag es  between antecedent 
In v e s tig a tio n s  and th e  proposed research . A summary o f the  
l i t e r a t u r e  p e r t in e n t to  d iv e s t itu r e  is  presented in  Table 2.
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Table 2
Summary o f P r io r  D iv e s t itu re  Research
AUTHOft(B) FOCUS SAMPLE VARIABLES 
(DEPENDENT a *
RESULT
Lovejoy Prescriptive  
(1971)
n/a n/a CEO i t t ie tm n t  laportant. 
Corporate flnanoes Influence 
decision.
Vignola Praaorlptlva 
(1974)
10 f lra a  Dlvaatltura Unfavorable un it perforaanoe 
perforaanoe prlaary  
aotlva fo r d lvaatltura . 
Ralatadnoaa o f un it poaalbla 
e x it  barrlar.
Bing
(1S78)
Praaorlptlva n/a n/a "How-to" 
dlvaatltura daelalon haa baan
Coyna
a
Wright
(1BS6)
Andaraon Flnanea 
Banaon A 
Kaapaayor
(1964)
Roaanfald Flnanea 
(19S4)
Caaa atudlaa 7 flra a n/a
Jain
(1969)
Klein
(ISSS)
Finance
Flnanea
Mixed -  Qenarally accept 
financial aotlvaa. 
Typology o f d lvaatltu ra .
93 flra a  
(1964-73)
32 f lra a  
(1969-81)
Shareholder returns* D lvaatltura occurs a fte r  
Dlvaatltura period of negative
Stock rsturns.
Saall positive a ffec t to  
divesting f l r a .
Stock prlca*
Dlvaatltura
data
re la tive
size o f d ivestiture  
divestiture
Spin-offs outperfora 
s e ll-o ffs .
D ivestiture positive fo r  
stock price announeeasnt 
1f divestiture size >
10*  value of divesting f l r a .
1000 Shareholder returns* Dlvaatltura follows a
dlvaatltura D ivestiture date period o f negative returns
(1976-76) s e ll o ff  vs. spin Spin o ff  follows a period of
o ff . positive returns.
219 f ire s  Shareholder returns* 1f selling  price 1s
(1970-79) Transaction price announoadf e ffec t 1s
announeeasnt. positive.
Size o f d ivestiture Size o f d ivestiture
anneuncaaent. positively related
Size o f to  e ffec t on returns,
d ivestiture.
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Table 2 (C ontinued)
Summary o f P r io r  D iv e s t itu re  Research
AUTHOR(8) FOCUS SAMPLE VARIABLES RESULT
(DEPENDENT = *
Skantz A Finance
MarcheslM
(1987)
37 f lra s  Shareholder returns* Divesting F1r» p rio r
(1970-82) D ivestiture date 
announeeasnt. 
Pretax return on 
sales.
Aftertax return on 
to ta l sales.
perforaanoe not a 
predictor o f excess returns to  
dlvsetlns f l r a .
Tax effects  positive for 
divesting f l r a
(Includes tab le  o f tax e ffects)
Slcheraan Finance 147 f lra s  Returns to  acquiring Returns positive but
A (1983-85) f l r a .  nonsignificant.
Pettway Relatednees Ralatednees greatsat
(1987) (2 d ig it  SIC). positive e ffec t
Divesting f l r a  p rior but non-algnlflcant.
f in . perforaance. Divesting f l r a  p rio r
Divesting f i r e  p rior perforaance related
financial condition negatively to  acquiring f l r a  
(Moody's bond rating gains, 
downgrade),
Porter
( 1978)
Ex1 500 Divestiture •  Structural! econoalc and
businesses U tiliza tio n  aanagsrlal e x it  barriers
PINS data Investaent intensity preclude d ivestiture where poor 
(1970-1973) D iffe ren tia tion  perforaance would sesa to  
Capacity u tiliz a tio n  Indicate d ivestiture.
Relative price/cost 
Shared fa c il i t ie s  and 
aarkets 
i  Degree of vertica l 
integration  
Overall d iversity
HarHgan Exit barriers  81 f ire s  In Divestiture *
(1981) 1n declining 8 Indus. Exit barriers
Industries Industry
(1985-78) Quality
Custoasr strength 
Shared fa c il i t ie s  
Industry Munificence 
Financial losses 
Unit strategic  
iaportancs
The deterrent e ffec t o f ex it 
barriers, Industry structural 
t r a i ts ,  end ccapstltlvs  
posture investaents varies  
across industries.
Harrlgan Exit decisions 60 f lra s  Divestiture *  The decision to  divest In a
(1982) 1n nature In 5 Capital requlreaente nature Industry 1s positively
Industries Industries Change 1n tech- influenced by the presence of
(1988-1977) nologlcal scale excess capacity and Industry
Change In re la tive  attractiveness as Measured by
age of physical p ro fit  potential,
plant.
Advertising v a r ia b ility .
Excess capacity.
Labor obligations.
Industry attractiveness.
Relative sales growth.
R0I.
Table 2 (C ontinued)
Summary o f  P r io r  D iv e s t itu re  Research
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AUTHOR(S) FOCUS SAMPLE VARIABLES RESULT
(DEPENDENT « *
Divestiture  
com study
Divestiture
survey
3 f i t
S3 flra s  
(1976-77)
Divestiture 40 Pirn
(1973-80)
Qllaour
(1378)
Patton
•
DuhalM
(1378)
DuhalM 
(13S1) 
(M M  M  
DuhalM A 
Grant, 
1334)
Mont sqm  ry D lvaatltura 78
Thoaas A divast.
KAMth (1976-79)
(19S4)
Taylor Dlvaatltura 13 f lra a
Narayanan In tarv lam  (1982-33)
Kinkar 
(1934)
D lvaatltura
Dlvaatltura
Change in  top aanasaaant 
parsonnal praosdaa d lvaatltura. 
Bahavloral factors M y  
influence f l r a  dacislonto 
dlvaat.
Dlffarancos found bet ween 
Managerial attltudee intentions and actual actions
toward d lvaatltura  
Specifics o f recent 
divestitures
Dlvaatltura *
F lra  financial
strength
Unit strength
Unit interdependency
Oeneral aeonoalc
growth.
Managerial
attachaent
D lvaatltura *  
Shareholder returns 
Dlvaatltura active
Divestiture * 
Triggering events 
Divestiture  
effeetlveneM
of fIra n .
Relative u n it strength 
Influencing factor.
Hypothesized aanagerlal 
attachaent to  unit la  
Influencing factor.
Low eoapetltlve and perforaance 
strength o f un it positively  
Influence divestiture .
High Interdependency o f unit 
negatively Influences 
divestiture.
Low divesting f l r a  financial 
position positively linked to  
d ivestiture.
Strategies linked to  
corporate or business level 
strategies 1n f l r a  publications 
are valued positively  
by the market. D ivestitures  
portrayed as M ies  o f unwanted 
units In  abMncs of strategic  
goals valued negatively.
Divestiture proceM eeeee sore 
coaplex than aodeled by 
previous authors.
Executives in  s s m  f l r a  often 
d iffe r  as to  active and 
effeetlveneM .
DuhalM Divestiture 40 flra s  Divestiture *
A (1973-80) F lra  financial
Qrant strength.
(1384) llh it strength
Unit Interdependency
oeneral eccnoalc
growth
Managerial
attachaent
Low eoapetltlve and perforaance 
strength of un it positively  
Influence d ivestiture.
High interdependency o f w i t  
negatively influencM  
d ivestitu re
Low divesting f l r a  financial 
position positively linked to  
divestiture.
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Table 2 (C ontinued)
Summary o f  P r io r  D iv e s t itu r e  Research
AUTHOR(S) FOCUS SAMPLE VARIABLES RESULT
(DEPENDENT = *
DuhalM Dlvaatltura n/a Reasoning by analogy Cognitive e la p llfle a tlo n  by
S and Illu s io n  o f control daclalon aakara to  deal with
Schwenk acquisition Escalating coaelt- cosplexlty laada to  blaa in
(1989) daclalon aant tha daclalon prooaaa.
aaklng Slngla
calculation
Taylor
Hooper
a
Taylor
(1B87)
Dlvaatltura  
daclalon 
»1
n/a Corporate atratagy Hypothesized relationship
F lra  financial 
performnce 
Prior d lvaatltura  
experience 
Top aanageaent 
change
Manageaent in fo r-  
aatlon ayataaa
Econoalc conditions
between several corporate 
factors 1nflusnoa d lvaatltura  
decision. Sees factors 1n 
aodsl not aupportad by p rio r 
research.
iry  D ivestiture  
1 Thoaas actives I
(19S8) gains
Hoopar 
Taylor 
S Taylor 
(1988)
Divestiture
136 flra a  
(1978-79)
37 f lra a  
(1984)
Finance parforaanoa 
Currant ra tio  
Return on to ta l 
asaata
Debt to  to ta l asaata 
Haas interest
Divesting f lra a  are weak 
whan coapared with 4 d ig it  8XC 
industry.
There era d iffe re n t "types** of 
d lvaatltu ra  reactions to  weak 
perforaance.
Weak subasquant perforaance 
indicates stock aarket values 
possible long-tara a ffecta , net 
short te ra  gains.
D ivestiture •  D ivestiture can be predicted
IS variables seaaura corporate level data. However,
4 conceptual areas: the analytical aathodology
Prior d ivestiture  leaves the v a lid ity  o f the
Top aanageaent results open to  Interpretation,
change
Corporate strategy 
FI re financial 
perforaance
Chapter 3 
Summary and Hypotheses to  be Tested
The l i t e r a t u r e  review  presented 1n th e  preceding  
ch apter supports th e  view  th a t  d iv e s t itu r e  a c t iv i t y  and 
outcomes are  in flu e n ced  by m u lt ip le  co n tex tu a l fa c to rs .  
S p e c if ic a l ly ,  a f i r m ’ s d e c is io n  to  d iv e s t seems to  be 
In flu e n ced  by p re d iv e s t itu re  o p era tin g  perform ance, 
p re d iv e s t itu re  o rg a n iz a tio n a l s la c k , p re d lv e s t itu re  m arket 
perform ance, environm ental m un ificence , and top management 
tu rn o ver p r io r  to  th e  d iv e s t i tu r e ,  among o th e r fa c to rs .  
D iv e s t itu re  a lso  may have an e f f e c t  on f irm  p o s td lv e s t itu re  
o p era tin g  and m arket perform ance, and p o s td iv e s t itu re  s lack  
generation  and usage.
Research questions were developed in  Chapter 2 , and 
used here to  generate research hypotheses. S p e c if ic a l ly ,  
th e  in flu e n c e s  on d iv e s t i tu r e  o f p re d iv e s t itu re  o p e ra tin g  
and m arket perform ance, p re d iv e s t itu re  s la c k , and 
p re d iv e s t itu re  top management tu rn o ver a re  in v e s tig a te d .
The p o s td iv e s titu re  e f f e c t  on o p era tin g  and m arket 
performance and o rg a n iz a tio n a l s la ck  generation  and usage is  
a ls o  determ ined. Hypothesized re la t io n s h ip s  te s te d  in  th is  
In v e s tig a tio n  are presented in  F igure 2.
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Research Questions and Hypothe s is  G eneration  
Top Management Turnover
Research Question 1 -  Is  top management tu rn o ve r  
a t  th e  f irm  le v e l assoc ia ted  w ith  d iv e s t itu re ?
Research Question one 1s in v e s tig a te d  by the  fo llo w in g  
hypothesis:
1: The incidence o f top  management tu rn o ver p r io r
to  d iv e s t i tu r e  w i l l  be g re a te r  fo r  firm s  th a t  
d iv e s t than fo r  f irm s  th a t  do not d iv e s t .
The idea th a t  top management tu rn over precedes 
d iv e s t i tu r e  is  supported by th e  research o f Gilmour (1 9 7 3 ), 
Nees (1 9 8 1 ), and T a y lo r e t  a l . ( 1 9 8 7 ) .  A d d it io n a lly , some 
turnaround l i t e r a t u r e  supports the  no tion  th a t  top  
management change precedes d iv e s t i tu r e  in  a turnaround  
s itu a t io n  (Jauch & Glueck, 1988). The e x p la n a tio n  g e n e ra lly  
given fo r  th is  phenomenon is  th a t  a new c h ie f  execu tive  is  
l i k e ly  to  have d i f fe r e n t  perceptions o f th e  r e la t iv e  va lue  
o f d i f f e r e n t  u n its  to  th e  o v e ra ll f irm  p o r t fo l io  o f 
businesses. Thus, j f  o v e ra ll  f irm  performance is  perceived  
as lower than i t  should be, the new c h ie f ex ecu tiv e  is  
l i k e ly  to  d iv e s t those businesses th a t  are  perceived  as not 
c o n tr ib u tin g  e f f e c t iv e ly .
I t  is  not ev id e n t from p r io r  research whether top  
managers are  more in flu en ced  by t h e i r  perceptions o f 
o p era tin g  performance, m arket performance, o r both. Based 
on th e  work o f Ta y lo r e t  a l . ( 1 9 8 7 ) ,  however, i t  would seem
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th a t top managers percep tio n s  o f  both m arket and o p era tin g  
performance f ig u r e  p rom inently  in  th e  o v e ra ll dec is ion  
c o n te x t. Consequently, hypotheses te s t in g  p ro p o s itio n s  
about th e  in flu e n c e  o f  both types o f performance are  
developed below.
M arket Performance
Research Question 2 -  Are th e re  d iffe re n c e s  in  
m arket performance between d iv e s tin g  and 
nond ivesting  f irm s , both p r io r  to  and fo llo w in g  a 
d iv e s t i tu r e  year?
Research question  2 w i l l  be s tu d ied  through the fo llo w in g  
hypotheses:
2A: M arket performance p r io r  to  a fo c a l
d iv e s t i tu r e  year w i l l  be g re a te r  fo r  firm s  th a t  do 
not d iv e s t in  th a t  year than fo r  firm s  th a t  d iv e s t  
in  the same ye a r.
2B: M arket performance a f t e r  a fo c a l d iv e s t itu re
year w i l l  be g re a te r  fo r  firm s  th a t  d iv e s t in  a 
fo c a l year than fo r  f irm s  th a t  do not d iv e s t in  
th a t  ye ar.
M arket performance o f firm s  is  commonly in v e s tig a te d  in  
the  f in a n c ia l  l i t e r a t u r e  where th e  general v iew po in t is  th a t  
r e la t iv e ly  poor m arket performance is  a p o s it iv e  in flu e n ce  
on f irm  d iv e s t i tu r e  (A lexander e t  a l . ,  1964). Hypothesis 2A 
te s ts  th is  b e l ie f .
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W hile no t a l l  d iv e s t i tu r e  announcements a re  fo llo w ed  by 
p o s it iv e  m arket p r ic e  movement fo r  th e  d iv e s tin g  f irm  
(K le in , 19 86 ), some d iv e s t i tu r e  announcements a re  p o s it iv e  
w ith  regard to  th e  m arket p r ic e  o f th e  d iv e s tin g  f irm  
(Montgomery e t  a l . ,  1984 ). Hypothesis 28 w i l l  in v e s tig a te  
th is  r e la t io n s h ip .
O perating  Performance
Research Question 3 -  Are th e re  p re - and post­
d iv e s t i tu r e  o p e ra tin g  performance d iffe re n c e s  
between d iv e s tin g  and nond ivesting  firm s?
Research question  3 w i l l  be in v e s tig a te d  by the fo llo w in g  
fo u r hypotheses:
3A: Firms th a t  d iv e s t in  a fo c a l year w i l l  have a
lower le v e l o f o p era tin g  performance p r io r  to  th a t  
year than nond ivesting  f irm s .
3B: Firms th a t  d iv e s t in  a fo c a l year w i l l  have a
lower le v e l o f o p era tin g  performance a f t e r  th a t  
year than nond ivesting  f irm s .
3C: Firms th a t  d iv e s t w i l l  have a g re a te r  d e c lin e
in  o p e ra tin g  performance p r io r  to  a fo ca l 
d iv e s t i tu r e  year than nond ivesting  f irm s .
3D: Firms th a t  d iv e s t have a g re a te r  increase in
o p era tin g  performance a f te r  a fo c a l d iv e s t itu re  
year than nond ivesting  f irm s .
There is  a general supposition  in  th e  f in a n c ia l  
l i t e r a t u r e  th a t  a perio d  o f f in a n c ia l  weakness preceeds a
f i r m ’ 8 d iv e s t i tu r e  d e c is io n . Th is  weakness may be ev id e n t 
as an ab so lu te  d e c lin e  in  p r o f i t a b i l i t y  and re tu rn  on 
investm ent (Sicherman & Pettw ay, 19 87 ). I t  is  u n c le ar from  
previous research whether th e  ab so lu te  le v e l o f o p era tin g  
performance in  comparison to  o th er firm s  or th e  d e c lin e  from  
previous le v e ls  o f  performance is  more s tro n g ly  associated  
w ith  d iv e s t i tu r e .  There is  l im ite d  support fo r  both 
view po in ts  (Duhaime, 1981; Montgomery e t  a l . ,  1988). Thus, 
th e re  is  a need fo r  hypotheses d e a lin g  both w ith  abso lu te  
d iffe re n c e  le v e ls  as w e ll as d iffe re n c e s  in  the  ra te  and 
d ire c t io n  o f  performance change.
O rg a n iza tio n a l Slack
Research Question 4; Are th e re  d iffe re n c e s  
between d iv e s tin g  and nond ivesting  firm s  w ith  
regard to  o rg a n iz a tio n a l s lack  generation  and 
usage?
This question  is  in v e s tig a te d  through th e  fo llo w in g  
hypotheses:
4A: Firms th a t  d iv e s t in  a fo c a l year w i l l  have
h igher le v e ls  o f absorbed s la ck  p r io r  to  th a t  year  
than firm s  th a t  do not d iv e s t in  th e  same year.
4B: Firms th a t  d iv e s t in  a fo c a l year w i l l  have
lower le v e ls  o f unabsorbed s lack p r io r  to  th a t  
year than firm s  th a t  do not d iv e s t in  the same 
ye ar.
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4C: Firms th a t  d iv e s t in  a fo c a l year w i l l  have
h igher le v e ls  o f  absorbed s lack  a f t e r  th a t  year 
than firm s  th a t  d id  not d iv e s t in  the  same y e a r.
40: Firms th a t  d iv e s t in  a fo c a l year have h ig h er
le v e ls  o f unabsorbed s lack  a f t e r  th a t  year than  
firm s  th a t  do not d iv e s t in  th e  same year.
I t  is  im portant to  note th a t  poor o p e ra tin g  performance 
is  not the  o n ly  in flu e n c e  on absorbed or unabsorbed 
o rg a n iz a tio n a l s la c k . W hile o p era tin g  performance may 
in flu e n c e  absorbed and unabsorbed s la c k , o rg a n iz a tio n a l 
s la ck  r e f le c ts  m anagerial cho ices. T h ere fo re , i t  is  
im portan t to  d i f f e r e n t ia t e  o rg a n iz a tio n a l s lack  in d ic a to rs  
from f irm  performance in d ic a to rs , s ince they do no t measure 
th e  same concept and thus are  not id e n t ic a l (S ingh , 1966).
Measures o f s lack  d erived  from accounting based 
performance measures are  o fte n  used in  s t ra te g ic  management 
research (Bourgeouis, 1981). Singh (1986) makes a 
d is t in c t io n  between absorbed s lack  ( i . e . ,  s lack as costs in  
f irm s ) and unabsorbed s la ck  ( i . e . ,  uncommitted l iq u id  
reso u rces ). Absorbed s la ck  is  re la te d  to  the general 
e f f ic ie n c y  le v e l o f a f irm . A f irm  w ith  a h igher le v e l o f  
absorbed s lack  w i l l  have, c e t e r i s  par ibus,  a h igher co st o f  
o p e ra tio n  than a f irm  w ith  a lower le v e l o f  absorbed s la c k .  
Unabsorbed s lack  is  re la te d  to  th e  l iq u id i t y  le v e l o f the  
f ir m . A f irm  w ith  a h igher le v e l o f unabsorbed s la ck  w i l l
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have more resources w ith  which to  make changes 1n o p era tio n  
or s tra te g y  th a t  may d is ru p t the  flo w  o f funds In to  a f ir m .
Hypothesis 4A te s ts  th e  p ro p o s itio n  th a t  firm s  th a t  
d iv e s t tend to  be less  e f f i c i e n t  1n resource usage than  
firm s  th a t  do not d iv e s t . A l l  o th e r th in g s  being eq u a l, 
firm s  w ith  h igher absorbed costs  should perform  less  w e l l ,  
and be in flu en ce d  to  d iv e s t as a means to  ac q u ire  needed 
cash flo w s to  compete w ith  more e f f i c ie n t  f irm s .
Hypothesis 4B is  re la te d  to  th e  work o f Hambrick and 
D’ Aveni (1 9 8 8 ), 1n which they found th a t  bankrupt firm s  
g e n e ra lly  had less unabsorbed s la ck  p r io r  to  f a i lu r e  than  
s u rv iv o rs . I t  is  arguable th a t  some o f the  same mechanisms 
th a t  in flu e n c e  behavior in  bankruptcy candidates in flu e n c e  
top managers in  d iv e s tin g  f irm s . D iv e s t itu re  may be a top  
manager’ s a c tio n  to  avoid p o ss ib le  f irm  f a i lu r e ;  firm s  th a t  
d iv e s t may a ls o  have lower le v e ls  o f unabsorbed s lack  p r io r  
to  d iv e s t itu r e .
Hypothesis 4C is  based on th e  work o f Montgomery e t  a l . 
(1 9 8 8 ), in  which they found th a t  firm s  th a t  d ives ted  
performed less w ell both p r io r  to  and fo llo w in g  d iv e s t i tu r e .  
A f irm  th a t  absorbs the  proceeds from a d iv e s t itu re  in to  
in te rn a l needs may not be using a v a ila b le  resources in  
response to  changing environm ental p ressures . Thus, a f irm  
th a t  is  perform ing r e la t iv e ly  less  w e ll is  a f irm  th a t  may 
have a h igher le v e l o f absorbed s lack  (h ig h er f irm  in te rn a l  
c o s ts ) than a b e tte r  perform ing f irm .
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One fre q u e n tly  mentioned d iv e s t i tu r e  m otive 1s to  
acqu ire  proceeds fo r  re investm ent (A lexander e t  a l . ,  1984). 
I f  such proceeds a re  a c tu a lly  he ld  by a f irm  fo r  some perio d  
o f tim e p r io r  to  re in ves tm e n t, then th e  d iv e s tin g  f i r m ’ s 
unabsorbed s la ck  should be h igher than a f irm  th a t  d id  not 
d iv e s t in  a fo c a l y e a r, a l l  o th e r th in g s  being e q u a l. 
Hypothesis 4D te s ts  th is  re la t io n s h ip  between d iv e s t i tu r e  
and unabsorbed s la c k .
Combined, Hypotheses 4A, 48 , 4C, and 4D te s t  severa l 
re la t io n s h ip s  th a t  have been proposed, but not te s te d , in  
the d iv e s t i tu r e  l i t e r a t u r e .  The o v e ra ll re s u lts  o f these  
hypotheses w i l l  enable us to  more p re c is e ly  s ta te  th e  e f fe c t  
o f o rg a n iz a tio n a l s lack  on d iv e s t i tu r e  and o f d iv e s t itu r e  on 
o rg a n iz a tio n a l s la ck  generation  and usage.
P re d ic tio n  o f  D iv e s t itu re
As s ta te d  in  Chapter 1, one o f th e  general questions to  
be in v e s tig a te d  1n th is  d is s e r ta t io n  is  to  determ ine i f  a 
f i r m ’ s p rop en s ity  to  d iv e s t can be p red ic te d  from co n tex tu a l 
measures c o lle c te d  p r io r  to  a d iv e s t i tu r e  d e c is io n . The 
combined a b i l i t y  o f  the proposed in flu e n ce s  on f irm  
d iv e s t itu re  to  d is c r im in a te  between d iv e s tin g  and 
nond ivesting  firm s  w i l l  be determ ined through the  use o f  
m u lt iv a r ia te  a n a ly t ic  techn iques. Th is  leads to  Hypothesis  
5:
5: D iffe re n c e s  in  o p era tin g  performance, m arket
perform ance, o rg a n iz a tio n a l s la ck  generation  and
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usage, and top manager tu rn o ve r p r io r  to  a fo c a l 
d iv e s t i tu r e  year w i l l  d is c r im in a te  between 
d iv e s tin g  and nond ivesting  firm s  in  th a t  ye a r.
The o v e ra ll d is c r im in a tin g  a b i l i t y  o f  th is  hypothesis  
r e l ie s  on th e  outcomes o f Hypotheses 1 through 4D. To the  
e x te n t th a t  these hypotheses are  supported, Hypothesis 5 
w i l l  be supported. An o v e ra ll t e s t  o f Hypothesis 5 w i l l  be 
conducted using d is c r im in a n t a n a ly s is . D isc rim in an t 
a n a ly s is  is  a method fo r  determ in ing  m u lt iv a r ia te  
d iffe re n c e s  among groups and is  w e ll s u ite d  fo r  use in  
d iv e s t i tu r e  study (Borgen & S e lin g , 1978).
Summary
This chapter summarizes the fin d in g s  o f  p r io r  research  
in  the  area  o f d iv e s t i tu r e  and presents hypotheses th a t  are  
used to  te s t  re la t io n s h ip s  developed from the  o v e ra ll  
summary o f p r io r  research presented in  Chapter 2 . A model 
o f the hypotheses to  be te s te d  and t h e i r  expected  
re la t io n s h ip s  is  presented in  F igure 2.
3A ( - )
3C ('-) 3B ( - )
3D ( + )4A ( + )
4B ( - ) DIVESTITURE
4D ( + )
2B ( + )2A C-)
CEO
CHANGE
POSTDIVESTITURE
MARKET
PERFORMANCE
PREDIVESTITURE
OPERATING
PERFORMANCE
PREDIVESTITURE
PERFORMANCE
PREDIVESTITURE
UNABSORBEDSLACK
PREDIVESTITURE
ABSORBED
SLACK
POSTDIVESTITURE
OPERATING
PERFORMANCE
POSTDIVESTITURE
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SLACK
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Figure 2. Model o f Hypothesized In fluences on D iv e s titu re  
and, P o s t-D ive s titu re  Performance and Slack.
Chapter 4 
Methodology
In  t h is  ch a p te r, th e  methodology used to  in v e s tig a te  
the hypotheses presented in  Chapter 3 is  describ ed . F i r s t ,  
a ju s t i f i c a t io n  and overview  o f the  research design is  
presented. Then, a d e s c r ip tio n  o f th e  research models and 
a n a ly t ic  methods used in  th e  repo rted  in v e s tig a tio n  is  
presented , fo llow ed  by p re s e n ta tio n  o f th e  fo c a l sample, 
v a r ia b le s  and measures used, and data  c o lle c t io n  procedures. 
Research Design
Th is  research is  an in v e s tig a tio n  o f th e  in flu e n c e  o f  
co ntextu a l fa c to rs  on a f i r m 's  d ec is io n  to  d iv e s t , and the  
e f fe c ts  o f  th a t  d iv e s t itu re  on performance and s lack  
generation  and usage. P r io r  research on d iv e s t i tu r e  
suggests th a t  d iv e s t i tu r e  is  a complex process, y e t l i t t l e  
e m p iric a l research im p l ic i t ly  in co rp o ra tes  a research design  
th a t  a llow s fo r  understanding the m u lt iv a r ia te  d iv e s t i tu r e  
c o n te x t. The c u rre n t research , through use o f m u lt iv a r ia te  
c o n c e p tu a liza tio n s  and a n a ly t ic  methods, a ttem pts to  capture  
the in te r r e la te d  nature  o f d iv e s t itu r e  and i t s  associated  
outcomes.
Four im portant co n tex tu a l in flu e n ce s  on d iv e s t i tu r e  are  
examined: (1 )  The in flu e n ce s  o f p r io r  o p eratin g
perform ance, (2 )  p r io r  s lack  generation  and usage p a tte rn s , 
(3 )  p r io r  m arket perform ance, and (4 )  top manager tu rn over
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are  examined to  determ ine th e  combined e f f e c t  o f  these  
in flu e n c e s  on d iv e s t i tu r e .  A d d it io n a lly ,  th e  ex-post  
in flu e n c e  o f  d iv e s t i tu r e  on these v a r ia b le s  is  examined to  
determ ine what s t ra te g ic  e f fe c ts  a f irm  can expect from  
d iv e s t i tu r e .
C ontextual in flu e n c e s  and outcomes a re  assessed fo r  a 
sample o f 51 U. S. based firm s  re p res en tin g  43 d i f f e r e n t  
in d u s tr ie s , as de fin ed  by prim ary f o u r - d ig i t  Standard  
In d u s try  C la s s if ic a t io n  (S IC ). These firm s  were matched by 
prim ary f o u r - d ig i t  SIC and revenue fo r  th e  fo c a l year w ith  a 
f irm  th a t  d id  not d iv e s t a u n it  in  th a t  y e a r . Th is  
procedure re s u lte d  in  a sample o f 102 f irm s : 51 which 
d ives ted  one or more u n its  in  1982 matched by prim ary SIC 
code and revenue s iz e  w ith  51 firm s  th a t  d id  not d iv e s t a 
u n it  in  th a t  y e a r.
Appendix A presents a l l  firm s  th a t  d ives ted  a u n it  
valued a t  $1 m il l io n  or more in  1982. The ex c lu s io n  o f  
d iv e s t itu re s  valued a t  less than $1 m il l io n  fo r  a d ives ted  
u n it  r e f le c ts  r e s t r ic t io n s  in h eren t to  the  da ta  source used 
in  th is  in v e s t ig a t io n . D iv e s t itu re s  th a t  have a repo rted  or  
estim ated  va lue  less than $1 m il l io n  are  not recorded in  
standard sources ( Mergers & A c q u is it io n s . 1982), thus they  
are  not included in  th is  research . For reasons developed  
l a t e r  in  th is  ch ap te r, not a l l  f irm s  th a t  d ives ted  a u n it  1n 
1982 were included in  th e  s u b je c t sample.
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The research design used 1n th is  d is s e r ta t io n  is  an 
in te rru p te d  tim e s e r ie s  w ith  a n o n e q u iv a le n t/n o -tre a tm en t  
co n tro l group tim e s e r ie s  (Cook & Cam pbell, 19 79 ). Th is  
In v e s tig a tio n  does not use random assignment to  ru le  out 
most th re a ts  to  in te rn a l v a l id i t y  as 1s po ss ib le  w ith  tru e  
experim ental designs. Thus, p o ss ib le  th re a ts  to  the  
in te rn a l v a l id i t y  o f  the  re s u lts  must be e x p lic a te d  and, i f  
necessary, in v e s tig a te d  (Cook & Cam pbell, 1979).
S e le c tio n  and m o r ta lity  are  two th re a ts  to  in te rn a l  
v a l id i t y  th a t  a re  no t im p l ic i t ly  c o n tro lle d  w ith  th e  design  
used in  th is  in v e s t ig a t io n . S e le c tio n  e r ro r  is  re la te d  to  
n o n -e q u iva le n t sam pling. That is ,  s e le c tio n  is  a problem  
any tim e a c r i t e r io n  ( e .g . ,  dependent v a r ia b le )  is  used to  
s e le c t  su b je c ts  and assign them to  groups using a non-random 
process. Since th is  research f i r s t  id e n t i f ie d  firm s  
d iv e s tin g  in  a fo c a l ye ar, and then matched them w ith  l ik e  
firm s  th a t  d id  not d iv e s t in  th a t  y e a r, th e  p o s s ib i l i t y  
e x is ts  th a t  some e f f e c t  a t t r ib u ta b le  to  th e  s e le c tio n  
process may c o n tr ib u te  to  d iffe re n c e s  (n o n d iffe re n c e s ) which 
become e v id e n t under a n a ly s is . However, as w i l l  be 
exp la ined  in  more d e ta i l  la t e r  in  th is  ch ap te r, th e  method 
o f sample id e n t i f ic a t io n  reduces s e le c tio n  b ias  as a 
probable measurable e f f e c t .
The p o ss ib le  e f f e c t  o f s u b je c t m o r ta l ity ,  o r as i t  is  
p e r t in e n t to  th is  in v e s tig a t io n , th e  merger, a c q u is it io n , or 
f a i lu r e  o f a f ir m , is  more p ro b lem atic . As noted, in  the
fo c a l year 1982, th e re  were 163 whole business u n it  
d iv e s t itu re s  valued a t  $1 m il l io n  or more f Mergers ft 
A c q u is it io n s . 1983). Thus, th e re  was a p o te n tia l fo r  
matching another 163 firm s  th a t  d id  not d iv e s t In  1982, fo r  
a to ta l  p o te n tia l research un iverse  o f  326 f irm s . For some 
f irm s , th e re  was not a s u ita b le  non-d1vesting match 
a v a ila b le ,  thus they were not included in  the  s u b je c t  
sample. However, many o f the  d iv e s tin g  firm s  d id  not 
su rv iv e  as a separate  e n t i t y  fo r  the f iv e -y e a r  period  
fo llo w in g  d iv e s t i tu r e  o f a u n it ,  making a n a ly s is  o f a 
d iv e s t itu r e  e f f e c t  im possible to  separate  from e f fe c ts  due 
to  a c q u is it io n  o r f a i lu r e .  To co n tro l fo r  these p o ss ib le  
confounds, firm s  were included in  th e  su b je c t sample on ly  i f  
they e x is te d  as separate  e n t i t ie s  fo r  th e  years 1977 through  
1987.
The methodology and measures used in troduce a 
s u b s ta n tia l amount o f n o n -s p e c ific  v a r ia t io n ,  thus b ias in g  
the re s u lts  toward n o n -s ig n ific a n c e  (Montgomery & Thomas, 
1988). C onsidering th is  b ia s , s ig n if ic a n t  e f fe c ts  argue 
even more s tro n g ly  fo r  th e  e f f ic a c y  o f the in v e s tig a te d  
re la t io n s h ip s .
Research Models
Three research models were used to  answer th e  th re e  
prim ary research questions d e lin e a te d  in  Chapter 1:
(1 )  What a re  th e  im portant f irm  le v e l In flu e n c in g  fa c to rs  on 
d iv e s t itu re  decis ions?
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(2 )  Can c h a ra c te r is t ic s  o f a d iv e s tin g  f irm  d e c is io n  m ilie u  
be used to  p re d ic t the  l ik e lih o o d  o f  f irm  d iv e s t itu re ?
(3 )  What is  th e  e f f e c t  on subsequent f irm  performance and 
s la ck  generation  and usage due to  d iv e s t itu re ?
To answer Questions 1 and 3, m u lt iv a r ia te  a n a ly s is  o f  
va rian ce  (MANOVA) was used. Question 2 was in v e s tig a te d  
using d is c r im in a te  a n a ly s is . The emphasis 1n both MANOVA 
and d is c r im in a te  a n a ly s is  is  to  examine m u lt iv a r ia te  
d iffe re n c e s  among groups (Borgen & S e lin g , 1978).
D iv e s t itu re  is  in flu e n ced  by many fa c to rs , thus use o f
m u lt iv a r ia te  techniques seems to  be p a r t ic u la r ly  
a p p ro p ria te .
MANOVA and d is c r im in a te  a n a ly s is  have as a fundamental 
base the general l in e a r  model (Borgen & S e lin g , 1978). 
T h ere fo re , ap p ro p ria te  research models a re  represented by:
For research Questions 1 and 3
Y i j  = U, j  + T fJ + E „  (1 )
Where:
Independent V a ria b le  T fJ = D iv e s t itu re  in  the fo c a l year
o f 1982;
DeDendent V a ria b le s  Yu c o n s is t o f :
For research Question 1
0Pp = O perating performance p r io r  to  1982;
ASp = Absorbed s lack  p r io r  to  1982;
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USp -  Unabsorbad s la ck  p r io r  to  1982;
MPp = M arket performance p r io r  to  1982;
EtJ = E rro r term .
For research Question 3
0Ppd = O perating  performance a f t e r  1982;
ASpd = Absorbed s la ck  a f t e r  1982;
USpd = Unabsorbed s la c k  a f t e r  1982;
MPp,, = M arket performance a f t e r  1982;
EfJ -  E rro r term .
For research Question 2
Yf = OPpd + ASpd + USp^  + MPp,, + E, (2 )
Where;
Dependent V a r ia b le  Yf = D iv e s t itu re  in  th e  fo c a l year o f 
1982;
Independent V a ria b le s
0Ppd = O perating performance p r io r  to  1982;
ASpd = Absorbed s la ck  p r io r  to  1982;
USp,, = Unabsorbed s la ck  p r io r  to  1982;
MPpd = M arket performance p r io r  to  1982;
Ef = E rro r term .
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Sample S e le c tio n
The po pu la tio n  fo r  th is  research co nsis ted  o f a l l  U .S . 
based m u lt id iv is io n a l p u b lic ly  trad ed  firm s  th a t  completed  
the  d iv e s t i tu r e  o f an ongoing u n it  valued a t  $1 m il l io n  
d o lla rs  o r more, in  1982. There a re  ap prox im ate ly  163 such 
f irm s  (see Appendix A ). 1982 was used fo r  two reasons.
F i r s t ,  as w i l l  be fu r th e r  e x p la in e d , most s tu d ie s  using  
m arket performance o f  firm s  recommend th a t  a p erio d  o f  f iv e  
years before  and a f t e r  the  event o f  in te r e s t  be in v e s tig a te d  
to  capture a l l  p o ss ib le  e f fe c ts  (L u b a tk in  & S chrieves ,
1986). As th e re  is  a lag before data  a re  a v a ila b le  on 
performance v a r ia b le s , 1982 was as la te  a perio d  as could be 
stud ied  and s t i l l  have S years o f m arket performance data  
a v a ila b le .  Second, as is  e v id e n t from F igure  1, th e  tim e  
frame around 1982 was the period  o f  le a s t  v o l a t i l i t y  in  
d iv e s t i tu r e  a c t iv i t y  during  the  la s t  22 years . Thus, i t  is  
hoped th a t  by using 1982, the  m iddle o f th is  r e la t iv e ly  
" q u ie t ’ p e rio d , extraneous v a r ia t io n  a t t r ib u ta b le  to  causes 
o u ts id e  the model under in v e s tig a tio n  would be m inim ized.
The d iv e s tin g  firm s  were id e n t i f ie d  by examining a l l  
tra n s a c tio n s  recorded as completed in  Mergers A A c q u is itio n s  
fo r  th e  period  January 1, 1982 to  December 31 , 1982.
Mergers & A c q u is itio n s  is  a jo u rn a l devoted to  p u b lish in g  
in fo rm atio n  about merger and a c q u is it io n  a c t iv i t y .  By 
examing a wide range o f sources, i t  develops data  about a l l  
merger and a c q u is it io n  a c t iv i t y  by U .S. based firm s  in  which
th e  to t a l  tra n s a c tio n  va lue is  a c tu a lly  o r es tim ated  to  be 
$1 m il l io n  o r more. These d a ta  are  published q u a r te r ly  and 
in  aggregate form a t  year end. D iv e s t itu re  a c t iv i t y  is  
req u ire d  to  be s e p a ra te ly  repo rted  to  th e  S e c u rity  and 
Exchange Commission through f i l i n g  form 8 -k , but o n ly  1 f a 
d iv e s t i tu r e  in vo lves  10 percent o r more o f a f i r m ’ s as s e ts . 
D iv e s t itu re s  in  which 10 percent o r g re a te r  o f a d iv e s tin g  
f i r m ’ s assets a re  sold on ly  comprise 10 percent o r less  o f  
a l l  f irm  le v e l d iv e s t itu re s  (Montgomery e t  a l . ,  1984). 
Exam ination o f prim ary documents fo r  d iv e s t i tu r e  a c t iv i t y  
was th e re fo re  n e ith e r  a r e l ia b le  nor e f f i c ie n t  means o f data  
c o lle c t io n . Thus, Mergers 4 A c q u is itio n s  was used as the  
prim ary source to  determ ine firm s  th a t  d ives ted  a u n it  in  
1982. A te lephone conversation  w ith  the d ire c to r  o f  data  
a c q u is it io n  fo r  Mergers & A cq u is itio n s  confirm ed the  
considerab le  e f f o r t  expended by the jo u rn a l 1n assuring the  
completeness o f i t s  data  base (Tom islava S im ic, personal 
c o n ta c t, March 10, 1989).
The research sample included d iv e s tin g  firm s  th a t  meet 
th e  fo llo w in g  c r i t e r i a :
(1 )  Y early  o p era tin g  and market performance data  
a v a ila b le  continuously  fo r  the period  from 1977 through  
1987.
(2 )  Data a v a ila b le  on top management tu rn o ver fo r  the  
period  from 1977 through 1982.
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(3 )  Y ea rly  da ta  a v a ila b le  to  compute absorbed and 
unabsorbed o rg a n iz a tio n  s la c k .
In  a d d it io n , th e  research sample in c lu d ed , fo r  each 
d iv e s tin g  f ir m , a companion f irm  th a t  met th e  th re e  above 
c r i t e r i a ,  but d id  not d iv e s t in  1982, matched by prim ary SIC 
and amount o f  1982 revenues. Th is  procedure re s u lte d  in  a 
research sample c o n s is tin g  o f  102 companies, 51 o f  which 
d ives ted  in  1982, and 51 o f  which d id  not d iv e s t an ongoing 
business u n it  in  1982.
The prim ary reason fo r  exc lu d ing  firm s  in  the  
p o p u la tio n  from the research sample was th e  In a b i l i t y  to  
f in d  a f ir m  s u ita b ly  matched along th e  prim ary SIC and 
revenue c r i t e r i a .  A d d it io n a lly ,  some firm s  were excluded  
because in fo rm a tio n  was u n a v a ila b le  fo r  th e  e n t ir e  period  o f  
in te r e s t ,  or they d id  not su rv iv e  in  a form fo r  which data  
was a v a ila b le  fo r  the  f iv e -y e a r  perio d  fo llo w in g  d iv e s t i tu r e  
in  1982. Thus, the  research sample includes on ly  those 
firm s  th a t  su rv ived  in  a reco g n izab le  form fo r  th e  e n t ir e  
perio d  o f in te r e s t .
Th is  does b ias  th e  research sample toward "surv ivors"  
as opposed to  firm s  th a t  d id  not "s u rv iv e " . However, th is  
l im ita t io n  does not s e r io u s ly  compromise the  usefu lness o f 
th is  study. Since th e  fo c a l issue is  an in v e s tig a tio n  o f  
co n tex tu a l issues r e la t in g  to  f irm  d iv e s t i tu r e ,  in c lu s io n  o f  
s u rv iv in g  and n o n -s u rv iv in g  firm s  in  the  research sample 
would in troduce unnecessary v a ria n c e  th a t  could po ss ib ly
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e f fe c t  th e  research r e s u lts .  A l i s t  o f  d iv e s tin g  firm s  and 
t h e i r  asso c ia ted  in d u s tr ie s  included in  th e  sample fo r  
a n a ly s is  is  presented in  Appendix B.
Measures
The fo llo w in g  s e c tio n  includes th e  d e f in i t io n  and 
ju s t i f i c a t io n  fo r  v a r ia b le s  used in  th is  in v e s t ig a t io n . Not 
a l l  o f  th e  v a r ia b le s  have been used in  p r io r  d iv e s t i tu r e  
in v e s tig a tio n s , but a l l  have a h is to ry  o f use in  s t ra te g ic  
management o r o rg a n iz a tio n  th eo ry  research ( i . e . ,  Bourgeois 
& Singh, 1983; Brown & Warner, 1980, 1985; Keats & H i t t ,
1988; Montgomery & Thomas, 1988).
Performance
S tra te g ic  management is  o fte n  de fin ed  as th e  process 
through which managers adapt a f irm  to  i t s  environment in  
order to  assure i t s  s u rv iv a l (C h akravarth y , 1986; M iles  & 
Snow, 1978). Thompson (1 967 ) suggests th a t  regard less o f  
th e  basis  fo r  measurement, th e  most im portant issue fo r  
o rg a n iza tio n s  is  how w e ll they are  prepared fo r  the  fu tu re .  
Thus, s t ra te g ic  performance is  concerned w ith  how w e ll a 
f irm  adapts i t s e l f  and how w e ll i t  can deal w ith  fu tu re  
changes.
There are  a v a r ie ty  o f  measures th a t  have been used to  
assess s t ra te g ic  perform ance, but l i t t l e  agreement over 
which measures should be used or whether a constituency  
v iew po in t should be paramount (Cameron & Whetten, 1983; 
C hakravarthy , 1986). However, th e re  is  support fo r  the
general idea th a t  both e x te rn a l and in te rn a l c o n s titu e n c ie s  
judge performance and do in co rp o ra te  fu tu re  preparedness as 
a prim ary e v a lu a tiv e  c r i t e r i a .  In  f o r - p r o f i t  e n te rp r is e s ,  
preparedness is  o fte n  de fin ed  by e c o n o m ic /fin an c ia l 
in fo rm atio n  (K eats & H i t t ,  1988). T y p ic a lly ,  measures o f 
o p era tin g  and m arket-based performance are  used as 
in d ic a to rs  o f s t ra te g ic  performance (C h akravarthy , 1986; 
Keats & H i t t ,  1988; Lubatkin  & S hrieves; 1 986 ). Measures o f  
op era tin g  and m arket performance as used in  th is  
in v e s tig a tio n  r e f le c t  two performance dimensions th a t  are  
re la te d , but c le a r ly  tap  d i f f e r e n t  aspects o f th e  co n stru ct 
(K eats , 1988).
O perating Performance
Measures o f how w e ll a f irm  is  o p e ra tin g  (and prepared  
fo r  the fu tu r e )  are  t y p ic a l ly  d iv id e d  in to  two 
subcatagories: e f f ic ie n c y  measures and p r o f i t a b i l i t y
measures. E ff ic ie n c y  based measures g e n e ra lly  address how a 
f irm  chooses to  deploy the assets and c a p ita l a t  i t s  
d is p o s a l, w h ile  p r o f i ta b i l i ty -b a s e d  measures address the  
re tu rn  to  a f irm  above costs o f i t s  deployed assets ( R e i l ly ,  
1985).
F irm -le v e l accounting data  a re  th e  fundamental basis  
fo r  a l l  op era tin g  performance measures. The use o f  
accounting data  is  a common p ra c tic e  in  s t ra te g ic  
management, although th e re  are  l im ita t io n s  th a t  may a r is e  
from th e  d i f f e r e n t ia l  in te r p r e ta t io n  o f  accounting ru le s  and
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conventions, o r m an ip u la tion  o f repo rted  d a ta  (Montgomery & 
Thomas, 1988). Performance measures d erived  from  accounting  
d a ta  may a ls o  be c r i t ic iz e d  on the basis  o f on ly  cap tu rin g  
s in g le  dimensions o f th e  m ultid im ens iona l performance 
co n s tru c t (Ford & S che llen berg , 1982; Rappaport, 1983).
Thus, i t  is  im portant to  address these c r it ic is m s  o f  
accounting-based performance measures when s e le c tin g  an 
o p e ra tio n a l measure.
Woo and W illa rd  (1983) addressed these problems in  
t h e i r  study o f 14 commonly used s t ra te g ic  performance 
in d ic a to rs . A fa c to r  a n a ly s is  o f th e  14 fa c to rs  using a 
la rg e  sample o f  U .S . firm s  id e n t i f ie d  fo u r d is t in c t  fa c to rs :  
p r o f i t a b i l i t y ,  r e la t iv e  m arket p o s it io n , change in  
p r o f i t a b i l i t y  and cash flo w , and growth in  sa les  and market 
share. Of these fo u r fa c to rs , p r o f i t a b i l i t y  demonstrated  
the h ig h e st fa c to r  magnitude, w ith  re tu rn  on investm ent and 
re tu rn  on sa les  being th e  prim ary c o n tr ib u to rs . Thus, Woo & 
W illa rd  (1983) concluded:
D esp ite  the  problems in h ere n t in  ROI (R eturn on 
In ves tm e n t), re s u lts  from th is  study would support 
the  continued use o f th is  measure. The 
p r o f i t a b i l i t y  fa c to r  demonstrated the  h ighest 
fa c to r  magnitude . . .  and s ig n if ic a n t ly  exceeded 
the magnitude o f th e  second fa c to r  . . .  when 
p ro p erly  complemented by o th er measures, th is
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study shows th a t  ROI 1s e s s e n tia l to  the
comprehensive tre a tm e n t o f  perform ance, (p . 13)
Other p r o f i t a b i l i t y  measures, such as ROS (re tu rn  on 
s a le s ) ,  ROE (re tu rn  on e q u ity ) ,  and re tu rn  on assets  (ROA) 
are  v a r ia t io n s  o f ROI (C h akrav arth y , 1986). For th e  present 
in v e s t ig a t io n , the  fo llo w in g  v a r ia b le s  and d e f in it io n s  were 
used:
1. ROI -  net income fo r  a year d iv id e d  by th e  t o t a l  assets  
repo rted  fo r  the  same p e rio d . Net income is  d e fin ed  as 
p r o f i ts  derived  from a l l  sources a f t e r  deduction o f  
expenses, ta xes , and f ix e d  charges, but before any 
d iscontinued  o p e ra tio n s , e x tra o rd in a ry  item s, and d iv id en d s . 
T o ta l assets are defin ed  fo r  in d u s tr ia l firm s  as c u rre n t  
assets plus net p la n t and o th e r no n -curren t a s se ts , and fo r  
investm ent or insurance firm s  as to ta l  investm ents, cash, 
accrued investm ent income, p rop erty  and equipment, separate  
accounts and o th er assets (Standard & Poor’ s, 1988a, 1988b, 
1 988c ).
2 . ROE -  n e t income fo r  a year d iv id ed  by the  common e q u ity  
reported  fo r  the same p e rio d . Net income is  d e fin ed  as in  
ROI, w h ile  common e q u ity  is  defin ed  fo r  in d u s tr ia l firm s  as 
common stock plus c a p ita l su rp lus and re ta in ed  earn ing s, 
less  any d iffe re n c e  between c a rry in g  va lue and liq u id a t in g  
va lue o f p re fe rre d  s tock . For investm ent or insurance firm s  
common e q u ity  is  de fin ed  as common stock , a d d it io n a l paid in  
c a p ita l ,  n e t u n re a lize d  c a p ita l gains or losses on
Investm ents , re ta in e d  ea rn in g s , le s s  tre a s u ry  stock a t  cost 
(S tandard & Poor’ s , 1986a, 1988b, 1988c).
3. CROI -  ROI in  year t  minus ROI in  year t_ t d iv id e d  by 
ROI in  year t_ ,. (ROIt  -  ROIt_ ,J /R O I^ ,. Th is  is  a measure o f  
th e  change in  ROI between any two y e ars . T h is  measure is  
used to  in v e s tig a te  th e  in flu e n c e  o f changes, ra th e r  than  
ab so lu te  le v e ls , in  o p e ra tin g  perform ance on d iv e s t i tu r e .
4 . CROE -  ROE in  year t  minus ROE in  year t_, d iv id e d  by 
ROE in  year t_ ,. (ROEt -  ROEt _,)/ROEt_.,. T h is  is  a measure o f  
th e  change in  ROE between any two years . T h is  measure was 
used to  in v e s tig a te  the  in flu e n c e  o f changes in ,  ra th e r  than  
ab so lu te  le v e ls  o f ,  o p era tin g  performance on d iv e s t i tu r e .
5. PREROI -  Mean ROI fo r  th e  perio d  befo re  d iv e s t i tu r e .  A 
measure o f  th e  mean y e a r ly  le v e l o f  ROI fo r  a perio d  o f 3 
years p r io r  to  1982 ( e .g . ,  PREROI is  be th e  mean ROI le v e l 
fo r  the perio d  1979 through 1981). Mean le v e ls  o f o p era tin g  
performance are  necessary to  remove th e  in flu e n c e  o f  
t r a n s ito ry  e f fe c ts  o f management accounting m an ipu la tions or  
o th er is o la te d  events which could e f f e c t  ROI in  a s in g le  
ye a r. Thus, they may be more r e l ia b le  in d ic a to rs  o f  
performance than s in g le  period  measures (K ea ts , 1988).
5. PSTROI -  Mean ROI fo r  th e  perio d  a f t e r  d iv e s t i tu r e .  A
measure o f th e  mean le v e l o f ROI fo r  1983 through 1985.
6 . PREROE -  Mean ROE fo r  th e  p erio d  be fo re  d iv e s t i tu r e .  A
measure o f the mean le v e l o f ROE fo r  1979 through 1981.
7 . PSTROE -  Mean ROE fo r  th e  perio d  a f t e r  d iv e s t i tu r e .  A 
measure o f  the mean le v e l o f  ROE fo r  1983 through 1985.
8 . PRECRI -  Mean change In  ROI fo r  th e  th e  perio d  before  
d iv e s t i tu r e .  A measure o f the  mean change in  ROI fo r  1979 
through 1981.
9. PSTCRI -  Mean change in  ROI fo r  the  the  perio d  a f t e r  
d iv e s t i tu r e .  A measure o f the  mean change in  ROI fo r  1983 
through 1985.
10. PRECRE -  Mean change in  ROE fo r  the  th e  perio d  befo re  
d iv e s t i tu r e .  A measure o f the  mean change in  ROE fo r  1979 
through 1981.
11. PSTCRE -  Mean change in  ROE fo r  th e  th e  perio d  a f t e r  
d iv e s t i tu r e .  A measure o f the  mean change in  ROE fo r  1983 
through 1985.
Y ea rly  data  fo r  each o f  the  measures above were 
c o lle c te d  from Standard & Poor’ s Stock Reports fo r  the  New 
York Stock Exchange. Standard & Poor’ s Stock Reports fo r  the  
American Stock Exchange, and Standard & Poor’ s Stock Reports  
fo r  the  Over th e  Counter M arket fo r  th e  years 1977 through  
1987, depending upon the exchange a t  which th e  d iv e s tin g  
company was trad ed .
As is  noted in  th e  se c tio n  on m arket perform ance, a 
period  o f f iv e  years is  recommended to  capture m arket 
e f fe c ts  p r io r  and subsequent to  a ta rg e t  ev en t, such as 
d iv e s t itu re  (L ubatk in  & S chrieves, 1986). Thus, o p era tin g  
performance data  were c o lle c te d  fo r  the  same p e rio d .
P re lim in a ry  a n a ly s is  in d ic a te d  th a t  a perio d  o f th re e  years  
p r io r  and subsequent to  1982 appeared to  cap tu re  e s s e n t ia l ly  
a l l  o f  th e  varian ce  assoc ia ted  w ith  th is  y e a r. Subsequent 
a n a ly s is  o f  m arket performance data  in d ic a te d  th a t  the  same 
re la t io n s h ip  appeared to  hold fo r  the  m arket performance 
measures. Thus, the  mean le v e ls  o f  o p e ra tin g  and market 
performance were computed fo r  the th re e  year periods p r io r  
to  and fo llo w in g  1982 (see Appendix C fo r  in fo rm a tio n  on 
measures over th e  11 year period  o f th e  s tu d y ). Three years  
appeared to  provide a good balance between the  p o s s ib i l i t y  
o f in c lu d in g  spurious sources o f v a r ia b i l i t y  as would be 
p o ssib le  w ith  longer periods o f mean perform ance, and th e  
p o s s ib i l i ty  o f s in g le  events in flu e n c in g  measurement over a 
sh o rte r tim e p e rio d .
M arket Performance
Recent s t ra te g ic  management in v e s tig a tio n s  have 
incorporated  m arket-based measures o f co rporate  performance 
in  an e f f o r t  to  capture o th e r economic performance co n stru c t  
dimensions (K eats , 1988; Lubatkin & S hrieves , 1986; 
Montgomery, Thomas, & Kamath, 1984). Among the  advantages 
o f using m arket-based (s to c k -p r ic e )  performance measures are  
(L ubatk in  & S hrieves , 1986):
1. Stock p ric e s  represen t a d ir e c t  measure o f f irm  
va lu e .
2. Stock p ric e s  are f u l l y  s p e c if ie d ; th a t  is ,  they are  
not lim ite d  to  c e r ta in  dimensions o f performance, but
in s tead  r e f le c t  a l l  re le v a n t in fo rm a tio n  in to  a measure 
o f perform ance. Thus, the  e f fe c ts  o f  a m anagerial 
d ec is io n  or events o u ts id e  a f i r m ’ s c o n tro l are  re a d ily  
d is c e rn a b le .
3. Stock p ric e s  are  r e a d ily  a v a ila b le  fo r  a l l  
p u b lic ly -tra d e d  f irm s , and are  repo rted  o b je c t iv e ly .
4 . Stock p ric e s  g e n e ra lly  d iscount the  e f f e c t  o f 
accounting m an ip u la tion s .
5 . "Abnormal" or excess re tu rn s  measures commonly used 
fo r  m arket-based performance measures are  ad justed  fo r  
general m arket movements, in f la t io n ,  and market r is k .
As many have noted, th e re  a re  problems w ith  using
m arket based measures as s in g le  in d ic a to rs  o f performance 
( e .g . ,  B e t t is ,  1983; O v ia t t ,  1984, 1989). However, most o f  
th e  p o te n tia l problems in  using m arket-based in d ic a to rs  o f 
performance r e la te  to  s t ra te g ic  management in v e s tig a tio n s  
not m eeting C a p ita l Asset P r ic in g  Model (CAPM) assumptions 
(Sharpe, 1964).
The measures o f m arket performance in  th is  
in v e s tig a tio n  are  used in what is  commonly termed event 
study methodology. This concept, o r ig in a t in g  in  th e  fin an ce  
d is c ip l in e ,  has been used by s t ra te g ic  management scholars  
( e .g . ,  Montgomery, Thomas, & Kamath, 1984). Although event 
study methodology is  re la te d  to  the  CAPM, i t s  use is  not 
dependent upon a s t r i c t  adherence to  CAPM assumptions.
Event methodology in vo lves  th e  use o f a matched sample o f
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firm s  th a t  d i f f e r  along a c r i t e r io n  o f in te r e s t .  (L u b a tk in  & 
S h rieves , 1986; O v ia t t ,  19 89 ). I f  th e  firm s  a re  t r u ly  w e ll 
matched, then th e  c r i t e r io n  o f in te r e s t  in flu e n c e s  th e  
d iffe re n c e  in  m arket re tu rn s , and CAPM assumptions must not 
be met (Brown & W arner, 1980; W arner, 1977; W atts , 1978).
Most event s tu d ie s  assess th e  e x te n t to  which th e  
m arket performance o f a s e c u r ity  around th e  tim e o f a fo c a l 
event is  “abnorm al". That is ,  a re  th e  re tu rn s  to  a s e c u r ity  
d i f f e r e n t  than those which would have occurred i f  th e  event 
had not happened o r , as is  the  case in  th e  f i r s t  question  in  
th is  study, d id  the  "abnormal" re tu rn s  appear p r io r  to  a 
fo c a l event (Brown & Warner, 1980)?
There a re  th re e  g e n e ra lly  accepted methods o f  computing 
“abnorm al” re tu rn s : mean ad justed  re tu rn s , market ad justed
re tu rn s , and m arket and r is k  ad justed  re tu rn s . The methods 
d i f f e r  p r im a r ily  in  the  degree to  which varian ce  
a t t r ib u ta b le  to  r is k  and o v e ra ll stock m arket movement are  
incorporated  in to  t h e i r  com putational processes. Although  
i t  seems th a t  the  m arket and r is k  ad justed  re tu rn s  model 
would always be the  p re fe rre d  model, s ince i t  is  the most 
f u l l y  s p e c if ie d , such is  not the case. Measurement e r ro r  
(R o l l ,  1979) or va rian ce  from the  assumptions o f the  
s t a t is t ic a l  procedure used to  te s t  s ig n if ic a n c e  o fte n  
in troduce more e r ro r  in to  using a more f u l l y  s p e c if ie d  model 
than using a model w ith  no adjustm ent fo r  r is k  or market 
v a r ia t io n  (Brown & W arner, 1980).
The d e f in i t io n  o f "abnormal" re tu rn s  is  a s u b je c t o f  
debate in  th e  fin a n c e  and s t r a te g ic  management l i t e r a t u r e s  
(Brown & W arner, 1980, 1985; Lubatkin  & S h riev es , 1986). 
However, fo r  s t r a te g ic  management s tu d ie s , a r e la t iv e ly  
sim ple methodology may serve as w e ll as more com plicated  
(and r e s t r ic t iv e )  m ethodologies based on a s t r i c t  
in te r p r e ta t io n  o f CAPM assumptions. Brown and Warner (1980 , 
1985) have e x te n s iv e ly  in v e s tig a te d  how th e  use o f d i f f e r in g  
d e f in it io n s  o f  "normal" and "abnormal" re tu rn s , and 
d i f f e r e n t  com putational methods, e f f e c t  th e  measured impact 
o f f ir m -s p e c if ic  events on a f i r m ’ s m arket. Brown and 
Warner (1980 ) summarize as fo llo w s :
We f in d  th a t  a sim ple methodology based on the  
m arket model performs w e ll under a wide v a r ie ty  o f 
c o n d itio n s . In  some s itu a t io n s , even s im p ler  
methods which do not e x p l ic i t l y  a d ju s t fo r  
marketwlde fa c to rs  o r fo r  r is k  perform  no worse 
than th e  m arket model, (p . 205)
Thus, fo r  s p e c if ic  purposes, d i f f e r e n t  com putational methods 
to  determ ine "abnormal" re tu rn s  may g ive  s u b s ta n t ia lly  the  
same re s u lts . A ccord ing ly , th is  in v e s tig a tio n  uses the  
market ad justed  re tu rn s  model to  generate measures o f market 
performance.
The m arket ad justed  model assumes th a t  expected re tu rn s  
are  equal over th e  long run fo r  a l l  s e c u r it ie s , but not 
n e c e s s a rily  constant fo r  a given s e c u r ity . A f i r m ’ s re tu rn s
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are  d e fin ed  as th e  change in  s tockho lders* w ea lth  and are  
based on th e  c lo s in g  p r ic e  o f  i t s  s tock a f t e r  a d ju s tin g  fo r  
any stock s p l i t s ,  a d d it io n a l stock issues, and d iv idends  
(L u b a tk in  & S h rieves , 1986).
The m arket p o r t f o l io  o f r is k y  assets  M is  a l in e a r  
com bination o f  a l l  s e c u r it ie s .  Thus, the  expected re tu rn s  
fo r  any s e c u r ity  fo r  a g iven tim e p erio d  is  equal to  the  
expected re tu rn  fo r  th e  p o r t fo l io  o f  a l l  s e c u r it ie s  in  the  
m arket, E(R1t) = E( ) ,  where E(R1t) is  the  expected re tu rn  
to  a f irm  1 over a tim e perio d  t ,  and ECR^) is  the  expected  
re tu rn  to  th e  t o t a l  m arket m over th e  same p e rio d , t .
The "abnormal" re tu rn  to  any f irm  i  is  given by the  
d iffe re n c e  between i t s  re tu rn  and th a t  o f  th e  m arket 
p o r t fo l io :  AR1t = R1t -  Rwt, where ARit is  th e  "abnormal"
re tu rn  to  f irm  i fo r  tim e t ,  R1t is  the  re tu rn  to  a f irm  i 
fo r  tim e t ,  and Rrt is  th e  re tu rn  to  th e  m arket p o r t fo l io  o f  
firm s  m fo r  tim e t  (Brown & W arner, 1980).
The length  o f  tim e to  be included in to  the  study period
t  is  an im portant aspect o f  m arke t-ad ju s ted  re tu rn s . A
sh o rt tim e frame may miss im portant in flu e n ce s  or events
associated  w ith  f irm  re tu rn s , y e t too long a tim e frame may
captu re  extraneous in flu e n c e s  th a t  w i l l  add v a r ia b i l i t y  not
re la te d  to  th e  event under c o n s id e ra tio n . The use o f a f iv e
year period  o f monthly re tu rn s  is  g e n e ra lly  accepted in  the
f in a n c ia l and s t ra te g ic  management l i t e r a tu r e s  as an
acceptab le  t ra d e o f f  between c o e f f ic ie n t  s t a b i l i t y  and 
1
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c a p tu rin g  extraneous events (Gonedes, 1973; Lubatkin and 
S hrieves , 1986). Th is  d is s e r ta t io n  used the period  o f  f i v e  
years p r io r  to  and a f t e r  1982, and thus includes f i r m  
re tu rn s  f o r  the  period  from 1977 through 1987. However, as 
is  s ta te d  in  the  op era tin g  measure sec tio n  above, 
p re l im in a ry  a n a ly s is  in d ic a te d  t h a t  the  th re e  year period  
p r io r  to  and subsequent to  1982 captured e s s e n t ia l ly  a l l  o f  
the varian ce  th a t  seemed to  be associated  w ith  th is  year.  
Thus a th re e  year tim e period  was used to  c a lc u la te  mean 
re tu rn s  both p r io r  to  and fo llo w in g  the fo c a l year o f  1982.
I t  is  im portant to  determine whether the p o r t fo l io s  o f  
f irm s  crea ted  by the matching process have s im i la r  le v e ls  o f  
r is k .  One should not expect the same market performance i f  
r is k  is  not the same fo r  d iv e s t in g  and non-d ivestin g  groups 
(Copeland & Weston, 1963). However, given s im i la r  r is k  
le v e ls ,  the  d if fe re n c e s  in  market performance between 
d iv e s t in g  and n o n -d ive s tin g  f irm s  may be more a t t r ib u t a b le  
to  d iv e s t i t u r e .
The le v e l o f  r is k  associated w ith  the  d iv e s t in g  and 
n o n -d ive s tin g  f irm s  s tud ied  can be determined by c a lc u la t in g  
Beta (S ) fo r  each o f  the  groups and comparing the  re s u lt in g  
va lues . B is  the q u a n tity  o f  r is k  associated w ith  a f i r m  or  
group o f  f i rm s .  For any f i r m  t, the B o f  the f i r m  may be 
c a lc u la te d  by:
B _ Covariance(R j, R_)
1 ~ Va"rlance“( R~ T
where 8, is  the  covariance between re tu rn s  to  a f i r m ’ s stock  
( R ,) and re tu rn s  to  a p o r t f o l i o  composed o f  a l l  stocks (R *),  
d iv ide d  by the  varian ce  o f  the same market p o r t f o l i o  (R .)  
(Copeland & Weston, 1983). A p o r t f o l i o  o f  stocks composed 
o f a l l  f irm s  in  the market would have 8 = 1 .  Firm re tu rn s  
w ith  8 > 1 are  considered to  have more r is k ,  w h ile  f irm s  
whose 8 o f  re tu rn s  is  < 1 would be considered to  be less  
r is k y  than a market p o r t f o l i o  o f  f i rm s .  An im portant  
p rop erty  o f  r is k  when c a lc u la te d  as 8 is  t h a t  the  measure o f  
r is k  f o r  an in d iv id u a l f i rm  is  l in e a r ly  a d d it iv e  when the  
f irm s  are  combined. Thus, we may add a l l  the weighted  
combinations o f  f irm s  in  the groups o f  d iv e s t in g  and non­
d iv e s t in g  f irm s  to  come up w ith  a group ( p o r t f o l io )  8 
(Copeland & Weston, 1983). I f  8s fo r  each o f  the  groups is  
not s ig n i f ic a n t ly  d i f f e r e n t ,  then r is k  does not need to  be 
incorporated as a fa c to r  when comparing re tu rn s  to  f irm s ,  
since the r is k  le v e l is  e q u iv a le n t (Brown & Warner, 1985).
As a fu r t h e r  check on the e x te n t to  which r is k  defined  
as 8 may vary over tim e in a sample o f  d iv e s t in g  and non­
d iv e s t in g  f i rm s ,  8 was c a lc u la te d  s e p a ra te ly  f o r  the period  
from 1977 to  1982 and f o r  the period  1982 through 1987. The 
re s u lts  are  presented in Table 3. As is  ev id e n t from Table  
3, th e re  are  no s ig n i f ic a n t  d i f fe re n c e s  in  8 between the  
f irm s  th a t  d ivested  and the f irm s  th a t  d id  not d iv e s t  a 
u n i t .  Thus, th e re  is  no reason to  inc lude an adjustment fo r
Table  3
T - t e e t  f o r  D if fe re n c e  in  fl Between D iv e s tin g  and Non 
d iv e s t in g  Sample Firms.
V a r ia b le B d i f fe re n c e P
BPRED 1.0194 - .0 3 4 3 ns
BPREND 1.0537
BPSTD 1.1371 .0181 ns
BPSTND 1 .1190
Note.
BPRED = B D ive s tin g  f irm s  p re - d iv e s t i t u r e .
BPREND = B N on -d ivesting  f irm s p r e - d iv e s t i tu r e .
BPSTD = B D ivestin g  f irm s  p o s t - d iv e s t i tu r e .  
BPSTND = B N on-d ivesting  f irm s  p o s t - d iv e s t i tu r e .
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r is k  in to  the  sample o f  market re tu rn s  used in  t h is  study  
(Brown & Warner, 1980, 1985).
I t  is  a ls o  Im portant th a t  c a lc u la te d  "abnormal" re tu rn s  
(re g a rd le s s  o f  the computational method used) have a normal 
d is t r ib u t io n ,  s ince most s t a t i s t i c a l  a n a ly s is  procedures 
used to  analyse group d if fe re n c e s  assume normal d is t r ib u t io n  
o f values (Brown & Warner, 1985). Brown and Warner (1985)  
reported th a t  f o r  s e c u r i t ie s  samples in  which n was equal to  
or g re a te r  than 50, the  “abnormal" re tu rn s  d is t r ib u t io n ,  
regard less o f  c a lc u la t io n  method used, is  approxim ately  
normal. Thus, the sample o f  102 f irm s  (51 each o f  d iv e s t in g  
and no n-d ivestin g  f i rm s )  s a t i s f i e s  the g e n e ra l ly  accepted  
f in a n c ia l  l i t e r a t u r e  co n d it io n s .
The data fo r  th is  in v e s t ig a t io n  were taken from the  
monthly re tu rn  data tapes o f  the U n iv e rs ity  o f  Chicago’ s 
Center fo r  Research in S e c u rity  P ric es  (CRSP). The monthly 
data were averaged fo r  y e a r ly  periods to  correspond w ith  the  
measures o f op eratin g  performance p rev io u s ly  acquired .
Thus, th ere  were 12 separate  monthly re tu rn s  averaged to  
ob ta in  a y e a r ly  re tu rn  unique to  a s u b je c t f i rm .
The fo llo w in g  d e f in i t io n s  and v a r ia b le s  were used fo r  
t h is  d is s e r ta t io n :
1. DIF -  The "abnormal" re tu rn  to  any f i rm  i is  given  
by the d i f fe re n c e  between i t s  re tu rn  and th a t  o f  the  
market p o r t f o l io :  DIF = Rit '  R.t> where DIF4t is  the
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"abnormal" re tu rn  to  f i rm  1 f o r  tim e t ,  Rit  is  th e  re tu rn  to  
a f i r m  i  f o r  tim e t ,  and is  the  re tu rn  to  the  market 
p o r t f o l i o  o f  f irm s  m f o r  t im e t .  DIF is  de fin ed  as the  mean 
monthly "abnormal" re tu rn s  f o r  the  12 months o f  each year  
(1977 through 1987) from January 1 to  December 31.
2. PREDIF -  The mean monthly "abnormal" re tu rn s  fo r  
the 3 year perio d  o f  1979 through 1981.
3. PSTDIF -  The mean monthly "abnormal" re tu rn s  fo r  
the 3 year period  o f  1983 through 1985.
I n i t i a l  in v e s t ig a t io n  o f  o th er tim e periods f o r  both 
mean and d i f fe re n c e  measures led  to  the conclusion t h a t  the  
th re e  year period  d e fin ed  as above captured most o f  the  
variance  associated  w ith  the  market performance da ta .  
Unabsorbed O rg a n iza t io n a l Slack
A d is t in c t io n  is  made in  t h is  in v e s t ig a t io n  between 
absorbed s la c k ,  which re fe rs  to  s lack  absorbed as costs in  
o rg a n iz a t io n s , and unabsorbed s la c k ,  which re fe rs  to  
uncommitted l iq u id  resources (S ingh, 1986).
As noted, the  measures o f  s lack  used in  t h is  
in v e s t ig a t io n  are  pa tte rn ed  a f t e r  the f in a n c ia l  
c o n c e p tu a liza t io n s  o f  s lack  proposed by Bourgeois (1981) and 
Singh (1 9 8 6 ) .  Two measures o f  unabsorbed s lack  are  used 
which r e f l e c t  a p o te n t ia l  d i f fe re n c e  in  the immediacy o f  
s lack  resource a v a i l a b i l i t y .
One measure o f  unabsorbed s lack is  the r a t io  o f  a 
f i r m ’ s e q u ity  to  debt, which in d ic a te s  the e x te n t  o f  a
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f i r m 's  unused borrowing c a p a c ity  (Bourgeois, 1981). A f i rm  
w ith  a high e q u ity  to  debt r a t i o  would have th e  p o t e n t ia l ,  
i f  needed, to  ob ta in  c a p i t a l .  A f i r m  w ith  a lower e q u ity  to  
debt r a t io ,  c e t e r i s  parabus,  would not have th e  same access 
to  c a p i ta l  and would thus have less  unabsorbed s lack  
(Hambrick & D’ Aveni, 1988).
The second measure o f  unabsorbed s lack  used is  the  
r a t io  o f  working c a p i ta l  (c u r re n t  assets minus c u rre n t  
l i a b i l i t i e s )  to  revenues. Th is measure r e f le c t s  a f i r m 's  
a b i l i t y  to  cover sh o rt term o b l ig a t io n s  w ith  l iq u id  or  
n e a r ly  l iq u id  resources (S ingh, 1986).
Both measures o f  unabsorbed s lack  were used in  th is  
study. They d i f f e r  as to  the immediacy o f  s lack  resource  
a v a i l a b i l i t y .  These measures were used f o r  gauging 
unabsorbed slack both p r io r  to  and a f t e r  1982.
The fo llo w in g  measures o f  unabsorbed s la ck  were used in  
t h is  d is s e r ta t io n :
1. SED -  The r a t io  o f  common e q u ity ,  de fined  as the  
value o f  common stock plus c a p i ta l  surp lus and re ta in ed  
earn ing s , less any d i f fe re n c e  between the  c a rry in g  
value and l iq u id a t in g  value o f  p re fe r re d  s tock , to  long 
term debt. Long term debt is  de fined  as debts or  
o b l ig a t io n s  due a f t e r  one year. Includes bonds, notes  
payable, mortgages, lease o b l ig a t io n s ,  and in d u s t r ia l  
revenue bonds. This a ls o  includes pension and
re t ire m e n t b e n e f i ts  (Standard & P o o r 's , 1988a, 1988b, 
1988c).
2 . PRESED -  Mean SED fo r  th e  period  before  
d iv e s t i t u r e .  A measure o f  the mean le v e l  o f  SED f o r  a 
f i r m  f o r  th e  perio d  1979 through 1981.
3. PSTSED -  Mean SED f o r  the  period  a f t e r  d i v e s t i t u r e .  
A measure o f  the  mean le v e l  o f  SED f o r  a f i r m  f o r  the  
period  1983 through 1985).
4 .  WCS -  The r a t io  o f  working c a p i t a l ,  d e fin ed  as 
c u rre n t  assets minus c u rre n t l i a b i l i t i e s  (Hambrick & 
D’Aveni, 1988) to  net revenues. Net revenues are  
d efin ed  as net sa les  and o ther  o p era tin g  revenues, 
e x c lu s iv e  o f  exc ise  taxes fo r  tobacco, l iq u o r ,  and o i l  
companies (Standard & P oo r's , 1988a, 1988b, 1988c).
5 . PREWCS -  Mean WCS f o r  a th re e -y e a r  period  before  
d iv e s t i t u r e .  A measure o f  a f i r m ’ s mean WCS le v e l  fo r
the period  1979 through 1981.
6. PSTWCS -  Mean WCS fo r  the th re e -y e a r  period  a f t e r
d iv e s t i t u r e .  A measure o f  a f i r m ’ s mean WCS le v e l  fo r
the period 1983 through 1985.
Y early  data fo r  each o f  the measures above were 
c o l le c te d  from Standard a Poor's  Stock Reports fo r  the  New 
York Stock Exchange. Standard & Poor's  Stock Reports f o r  the  
American Stock Exchange, and Standard ft Poor's  Stock Reports 
f o r  the Over the  Counter Market f o r  the years 1977 through
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1987, depending upon the  exchange a t  which a d iv e s t in g  f i rm  
was tra d e d .
Absorbed O rg a n iza t io n a l Slack
Absorbed s lack  is  g e n e ra l ly  considered to  be s lack  th a t  
has been absorbed in to  a f i rm  due to  excess co sts . High 
le v e ls  o f  absorbed s lack  have been re la te d  to  good 
performance and increased r is k  ta k in g . The same 
re la t io n s h ip  has not been shown to  hold fo r  unabsorbed 
s la c k , lending support to  the notion  th a t  the two types o f  
s lack  are co nceptua lly  d i f f e r e n t  (S ingh, 1986).
Absorbed s lack  in t h is  in v e s t ig a t io n  is  de fined  as the  
r a t io  o f  opera tin g  income to  net revenues. O perating income 
is  o peratin g  revenues less cost o f  goods sold and op era tin g  
expenses. Net revenues are  defined as n e t sa les  and o th er  
revenues, less excise taxes fo r  tobacco, l iq u o r ,  and o i l  
companies (Standard & Poor’ s , 1988a, 1988b, 1988c). The 
higher the r a t io  o f  o peratin g  income to  ne t revenues, the  
lower the  le v e l o f  absorbed s la c k . Thus, the measure used 
has an inverse re la t io n s h ip  w ith  le v e l o f  absorbed s la c k .
The measures o f  absorbed slack used in t h is  
in v e s t ig a t io n  were:
1. R -  The r a t io  o f  op eratin g  income to  net revenues.
2. PRER -  Mean R fo r  the  th re e -y e a r  period  before  
d iv e s t i t u r e .  A measure o f  the mean le v e l  o f  R fo r  a 
f i rm  f o r  the  period  1979 through 1981.
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3. PSTR -  Mean R f o r  the  th re e -y e a r  period  a f t e r  
d iv e s t i t u r e .  A measure o f  the mean le v e l o f  R fo r  a 
f i rm  fo r  the period  1983 through 1985.
Y early  data  fo r  each o f  the measures above were 
c o l le c te d  from Standard & Poor’ s Stock Reports f o r  the  New 
York Stock Exchange. Standard & Poor's  Stock Reports f o r  the  
American Stock Exchange, o r  Standard & Poor's  Stock Reports 
fo r  the  Over the Counter Market f o r  the  years 1977 through 
1987, depending upon the  exchange a t  which the  d iv e s t in g  
f i rm  was trad ed .
T o p  Manager Turnover
Top manager tu rnover was determined by comparing the  
l i s t in g s  o f  corporate  o f f ic e r s  published in y e a r ly  e d it io n s  
o f Standard & Poor’ s R eg is te r  o f C orporations. D ire c to rs ,  
and Executives (Volume 1) fo r  the years 1976 through 1983. 
The year o f  a top manager’ s tu rnover was considered to  be 
the year in  which a top manager changed in  the  Corporate  
R e g is t ry .
D iv e s t i tu r e
D iv e s t i tu r e  was determined by examining a l l  
t ra n s a c t io n s  recorded in  Mergers & A co u is it io n s  as completed 
during the period  from January 1, 1982, through December 31, 
1982, and id e n t i fy in g  those recorded as whole business u n it  
s a le s . Thus, the d iv e s t i tu re s  id e n t i f i e d  were those 
tra n s a c tio n s  completed in  1982 ( Mergers & A c q u is i t io n s .
1983).
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D iv e s t i t u r e ,  as p re v io u s ly  de fin ed  in t h is  
d is s e r ta t io n ,  re fe rs  to  the s a le  o f  whole business u n its ,  
not stock in te r e s t s .  This is  a d is t in c t io n  not g e n e ra l ly  
made in  the f in a n c ia l  l i t e r a t u r e  ( i . e . ,  Rosenfeld, 1984).
As mentioned, Mergers & A c q u is it io n s  scans a wide 
v a r ie ty  o f  da ta  sources when com piling the  r e g is t r y  o f  
corporate  a c t i v i t i e s .  The l i s t  o f  d iv e s t in g  f irm s  is  
reasonably complete and, arguably , more complete than a scan 
o f the  Wall S t r e e t  Journal o r  o th er  business p e r io d ic a ls ,  a 
method g e n e ra l ly  used in past d iv e s t i tu r e  s tu d ie s  ( e . g . ,  
Montgomery & Thomas, 1988; Montgomery, Thomas, & Kamath,
1984).
Firm S ize
Firm s iz e  was measured by amount o f  t o t a l  revenues in  
1982. The use o f  t o t a l  assets was in v e s t ig a te d  and y ie ld e d  
s u b s t a n t ia l ly  the  same r e s u l t .  Firm s iz e  has been 
associated  w ith  f in a n c ia l  performance in  some s tu d ies  
(G r in y e r  & Y a s a i-A rd e k a n i, 1981; Hansen & W e rn e r fe lt ,  1989). 
Firm s iz e  is  a primary matching c r i t e r io n  in  the present  
study and was a lso  used to  determine i f  th e re  were any 
e f fe c ts  due to  s iz e  on the measured v a r ia b le s  th a t  were not 
removed by th e  matching process. The re s u lts  o f  t h is  
a n a ly s is  are  presented in  Table 4.
As is  ev id e n t from Table 4 , th e re  were no s ig n i f ic a n t  
re la t io n s h ip s  between f i rm  s iz e  and any o f  the  research  
v a r ia b le s  w ith  the  exception o f  unabsorbed s la c k , th e  r a t io
o f working c a p i to l  to  sa les  (PREWCS and PSTWCS). However, 
the small fl2 f o r  these measures, .05 and .08 re s p e c t iv e ly ,  
in d ic a te  th a t  the  p r a c t ic a l  s ig n i f ic a n c e  o f  these  
re la t io n s h ip s  is  l im i te d .
Summary
This  chapter has presented th e  methodology used to  
in v e s t ig a te  the hypotheses proposed in  Chapter 3. The 
research design, research models, a n a ly t ic a l  procedures, 
sample s e le c t io n  procedures, and v a r ia b le  s p e c i f ic a t io n s  
have been presented. A summary o f  the research v a r ia b le s ,  
v a r ia b le  names, and sources f o r  data is  included in Table
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Table 4
R esults  o f  Regression f o r  E f fe c t  o f  S ize  on Research 
V a ria b le s
IndeDendent V a r ia b le
REV82 (T o ta l  Revenue f o r Matching Year o f  1982)
V a r ia b le d f  F
PREROI .0002 100 .3132
PREROE .0007 100 .0727
PRECRI .0031 100 .3132
PRECRE .0025 100 .2511
PREDIF .0013 100 .1377
PREWCS .0480 100 5.0367 *
PRESED .0026 100 .2618
PRERS .0011 100 .1057
PSTROI .0000 100 .0000
PSTROE .0035 100 .3493
PSTCRI .0007 100 .0727
PSTCRE .0008 100 .0791
PSTDIF .0006 100 .0580
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Table 4 (C ontinued)
Results  o f  Regression f o r  E f fe c t  o f  S ize  on Research 
V a r ia b le s
Indeoendent v a r ia b le
REV82 (T o ta l Revenue f o r  Matching Year o f  1982)
V a r ia b le d f F
PSTWCS .0799 100 8.6798 * *
PSTSED .0031 100 .3080
PSTRS .0001 100 .0093
*  p < .0 5 , * *  p <.01
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Table 5
Summary o f Research V a r ia b le s . V a r ia b le  Names, and Sources
V a r ia b le Name(s) Source
P re d iv e s t i tu re  
O perating Performance ROI
PREROI
CROI
PRECRI
ROE
PREROE
CROE
PRECRE S A P *
P re d iv e s t i tu re  
Market Performance DIF
PREDIF CRSP data  tapes
P re d iv e s t i tu re  
Unabsorbed Slack SED 
PRESED 
WCS 
PREWCS S A P *
P re d iv e s t i tu re  
Absorbed Slack R
PRER S A P *
NotS.
*  Data f o r  each o f  these measures were 
Standard A Poor’ s stock Reoorts f o r  the
c o l le c te d  from  
New York Stock
Exchange. Standard *  Poor ’ s Stock Reoorts fo r  the  American
Stock Exchange, or Standard A Poor’ s Stock Reports f o r  the  
Over the Counter Market f o r  the  years 1977 through 1987.
A l l  Standard & Poor’ s in form ation  is  obtained from Form 10-k  
f in a n c ia l  data reported to  the S e c u r i t ie s  and Exchange 
Commission.
b Data were taken from tapes supplied by the U n iv e rs ity  o f  
Chicago's Center f o r  Research on S ecu rity  P rices .
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Table 5 (C ontinued)
Summary o f Research V a r ia b le s . V a r ia b le  Names, and Sources
V a r ia b le  Name(e) Source
Top manager tu rnover CEO Standard & Poor's
R e g is try  o f
C o rp o ra tio n s .
D ir e c to r s .
and E xec u tives .
Volume 1 .
D iv e s t i tu r e Mergers ft
A c q u is i t io n s .
1 9 8 2.
Postd1 vest i tu  re  
Operating Performance ROI
PSTROI
CROI
PSTCRI
ROE
PSTROE
CROE
PSTCRE S & P
P o s td iv e s t i tu re  
Market Performance DIF
PSTDIF CRSP data  tapes b
P o s td iv e s t i tu re  
Unabsorbed Slack SED
PSTSED
WCS
PSTWCS S & P
Postd1 v e s t1tu  re  
Absorbed Slack R
PSTR S & P
Chapter 5 
Results
The basic  research questions in v e s t ig a te d  in  t h is  study 
in vo lve  th e  in f lu e n c e  o f  p r io r  o p era tin g  performance, p r io r  
market performance, p r io r  absorbed and unabsorbed 
o rg a n iz a t io n a l  s la c k ,  and top manager tu rn over on a f i r m ’ s 
dec is ion  to  d iv e s t  a u n i t .  In  a d d it io n ,  the in f lu e n c e  o f  
d iv e s t i t u r e  on p o s t - d iv e s t i tu r e  o p era tin g  performance, 
market performance, and absorbed and unabsorbed 
o rg a n iz a t io n a l s lack  is  in v e s t ig a te d .  In  the  fo l lo w in g  
ch ap ter , th e  r e s u l ts  o f  th e  hypotheses advanced in  Chapter 3 
are presented, along w ith  an o v e ra l l  t e s t  o f  the  model 
depicted  in  F igure  2 o f  in flue n ce s  on d iv e s t i t u r e  and post­
d iv e s t i t u r e  performance and s la c k .
D e s c r ip t iv e  S t a t i s t i c s
The Pearson product-moment c o r re la t io n s  f o r  a l l  study  
v a r ia b le s  are  presented in Table 6 . A t - t e s t  f o r  e q u a l i ty  
o f study v a r ia b le  means between d iv e s t in g  and no n-d ivestin g  
f irm s , along w ith  means and standard d e v ia t io n s , is  
presented in  Table 7. Although th e re  is  an increased  
p r o b a b i l i t y  o f  Type 1 e r r o r  when using m u lt ip le  t - t e s t s  to  
determine i f  th e re  are  s ig n i f ic a n t  mean d i f fe re n c e s ,  an 
adjustment technique was used to  decrease t h is  p r o b a b i l i t y .  
The r e s u l t  o f  t h is  adjustment technique is  a c r i t i c a l  value  
fo r  each n u l l  hypothesis th a t  is  more co nservative  than the  
uncorrected s ig n if ic a n c e  le v e l .  For t h is  research, th ere
90
91
were 16 d i f f e r e n t  v a r ia b le s  compared, thus th e  a lpha le v e l  
f o r  each fc-test was .0 5 /1 6  o r  .003 (Bedeian, e t  a l . ,  1988).
A nalys is  o f  Table 6 re v e a ls  th a t  th e re  are  few 
s ig n i f ic a n t  c o r r e la t io n s  between d iv e s t i t u r e  and the  
hypothesized p re d ic to r  v a r ia b le s .  One measure o f  op era tin g  
performance, p r e d iv e s t i tu r e  mean re tu rn  on investment 
(PREROI) is  s ig n i f i c a n t ly  c o r re la te d  w ith  d iv e s t i t u r e  ( r  = -  
.2 5 ,  p < .0 1 ) .  The o th er  s ig n i f ic a n t  c o r re la t io n s  e v id e n t  
are as a n t ic ip a te d ,  g e n e ra l ly  between pre and post 
d iv e s t i t u r e  measures o f  performance or s lack  ( i .  e . , between 
p r e d iv e s t i tu r e  (PREWCS) and p o s td iv e s t i tu re  (PSTWCS) 
unabsorbed s la c k ,  r  = .6 4 , p < .00 1 ) or between m u lt ip le  
in d ic a to rs  o f  the  same co n stru c t ( i . e . ,  between 
p r e d iv e s t i tu r e  change in  re tu rn  on investment (PRECRI) and 
p r e d iv e s t i tu r e  change in  re tu rn  on e q u ity  (PRECRE) r  = .68 ,
p < .0 0 1 ) .
In  the se c tio ns  below, when a Pearson product-moment 
c o r r e la t io n  is  re fe r re d  to ,  Table 6 should be used. 
S im i la r ly ,  Table 7 should be consulted f o r  means, standard  
d e v ia t io n s , and t - t e s t  r e s u l ts .
Tod Management Turnover
The in f lu e n c e  o f  top  management tu rn over on d iv e s t i tu r e  
was in v e s t ig a te d  by Hypotheses 1. Hypothesis 1 posited  th a t  
the  incidence o f  top management tu rn over would be g re a te r  in  
the  th re e  year period  p r io r  to  1982 fo r  d iv e s t in g  f irm s  than  
f o r  n o n -d ivestin g  f i rm s .
ITable 6
Correlations Between Research Variables
Variables: 1 2 3 4 5 6 7 8
1. PREROI 1.00
2. PREROE .01 1.00
3. PRECRI .36* .19 1.00
4, PRECRE .39* .39** .68** 1.00
5. PRENCS .23 -.01 .05 .01 1.00
I. PREDIF .51** .00 .30* .31* .08 1.00
7. PSTOIF -.15 .07 -.15 -.08 -.17 -.24 1.00
8. PRESEO .42** .00 .09 .11 .15 .09 -.06 1.00
S. P8TROI .40** .20 .17 .07 .03 .03 .37** .25
10. PSTROE .07 .12 .06 .05 -.10 -.03 .40** .09
11. PSTCRI .10 .00 -.07 -.04 -.02 .02 .22 .05
12. PSTCRE .12 .05 -.03 -.01 -.05 .07 .22 .02
13. PSTHCS .23 -.10 -.05 -.12 .65** -.02 -.04 .20
14. PSTSED .19 .04 .04 .00 .22 -.32* .04 .60*
15. PRER .17 .01 .09 .08 .00 .12 -.08 .01
16. PSTR .46** .12 .24 .17 .07 .18 -.04 .19
17. 0 -.25* -.07 -.20 -.15 .02 -.10 .18 -.19
18. CEO -.28 .04 .11 -.04 .05 -.21 -.07 .23
Note.
N - 102
* p < .01, »  p ( .001
9 10 11 12 11 U 15 16 17
1.00
.69** 1.00
.32** .32* 1.00
.28* .27* .94** 1.00
.07 -.11 -.06 -.08 1.00
.43 .15 .16 ,08 .20 1.00
.06 .03 .02 .02 .02 .03 1.00
.51** .30** .01 -.02 .05 .24 .09 1.00
-.OB .08 .11 .13 .01 -.12 .07 -.15 1.00
-.06 .06 ,10 .13 -.11 -.06 .14 -.04 .00
<oKJ
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Table 7
D e s c r ip t iv e  S t a t i s t i c s  f o r  D iv e s tin g  and N on-d ivesting  Firms
V a r ia b le
NON-DIVESTING 
Mean SD Mean
DIVESTING
SD
PREROI .0721 .042 .0501 .044
PREROE .1788 .170 .1271 .525
PRECRI .0376 .503 - .5 0 5 8 1 .860
PRECRE .0005 2.341 - .7 6 2 5 2.626
PREWCS .1846 .106 .1927 .211
PRESED 5.1120 4.802 3.4953 3.583
PRER .1254 .063 .1517 .276
PREDIF .0044 .232 - .0 5 1 4 .280
PSTROI .0566 .054 .0487 .039
PSTROE .0876 .240 .1154 .102
PSTCRI - .3 5 3 5 2.070 . 1 139 2.325
PSTCRE -.3 6 8 0 2.214 .2098 2.355
PSTWCS .1710 .135 .1729 .170
PSTSED 4.9737 4.282 3.5685 6.912
PSTR .1293 .065 .1118 .048
PSTDIF - .0 1 2 7 .159 .0447 .147
N ote .
None o f  the means were s t a t i s t i c a l l y  d i f f e r e n t  when compared 
using the ad justed  alpha o f  .003 th a t  is  ap p ro p ria te  when 
comparing 16 d i f f e r e n t  v a r ia b le s  from the same sample.
( i . e . ,  .0 5 /1 6  = .003)
The absence o f  a r e la t io n s h ip  between d iv e s t i t u r e  and 
top management tu rn over does not support t h is  hypothesis. 
Chi-square s t a t i s t i c s  using the  McNemar t e s t  fo r  dichotomous 
v a r ia b le s  (SPSS, 1986) were computed fo r  the  d if fe re n c e s  
between d iv e s t in g  and n o n -d ive s tin g  f irm s  depending upon 
whether or not the f irm s  had changed t h e i r  top managers. In  
t h is  research sample, th e re  were ju s t  as many d iv e s t in g  
f irm s  which changed top management (14 ) in  the  p r io r  th re e  
years as th e re  were n o n -d ive s tin g  f irm s . There is  no 
support fo r  Hypotheses 1 (X®=.0000). Thus, top management 
tu rnover alone does not seem to  be a s ig n i f ic a n t  in f lu e n c e  
on d iv e s t i tu r e  in  t h is  research.
In  an e f f o r t  to  determine i f  th e re  was an in te ra c t io n  
between top management tu rnover and performance, various  
combinations o f  top management tu rnover and o p era tin g  and . 
market performance were te s te d  f o r  s ig n if ic a n c e  w ith  regard  
to  d iv e s t i t u r e .  However, th e re  were no s ig n i f ic a n t  
in te ra c t io n s  present in th is  research sample between top 
management turnover and any measure o f  performance.
These re s u lts  suggest th a t  top management tu rnover has 
l i t t l e  in flu en ce  on f i r m  le v e l  d i v e s t i t u r e ,  as no 
s ig n i f ic a n t  measurable e f f e c t  is  e v id e n t in  th is  sample o f  
f i  rms.
O ve ra ll  MANOVA fo r  P re d iv e s t i tu re  V a r ia b le s
Reference to  the o v e ra l l  research model presented in  
Figure 2 in d ic a te s  th a t  d iv e s t i tu r e  is  l i k e l y  in fluenced by
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many fa c to rs  a c tin g  s im ultan eou sly . Thus, the  use o f  
m u lt iv a r ia t e  techniques f o r  in v e s t ig a t io n  is  a p p ro p r ia te .
M u l t iv a r ia t e  techniques, such as MANOVA and 
d is c r im in a n t a n a ly s is ,  prov ide a c le a r e r  p ic tu re  o f  the  
o v e ra l l  in f lu e n c e  p a tte rn  o f  m u lt ip le  in t e r r e la t e d  fa c to rs  
and a lso  y ie ld  more r e a l i s t i c  p r o b a b i l i t y  statements in  
hypothesis te s t in g  and in te r v a l  e s t im a tio n  (Borgen & S e lin g ,  
1978).
The o v e ra l l  MANOVA model being te s te d  is  given by:
For research Question 1
Yfj  ~ j  + T fj  + EfJ (1 )
Where:
Independent V a r ia b le  T #J = D iv e s t i tu r e  in  the fo c a l year  
o f 1982;
Dependent V a r ia b le s  YfJ c o n s is t  o f :
For research question 1
0Pp = Operating performance p r io r  to  1982;
ASp = Absorbed s lack p r io r  to  1982;
USp = Unabsorbed s lack  p r io r  to  1982;
MPp = Market performance p r io r  to  1982;
EfJ = E rro r  term.
In  the  o r ig in a l  fo rm u la tio n  o f  t h is  model, top  
management turnover was inc luded. However, as i t  is  ev id en t  
t h a t  top management tu rnover has no measurable e f f e c t  on
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d iv e s t i t u r e ,  based on the X2 t e s t  reported  f o r  Hypotheses 1, 
top management tu rn o ve r was not included in the  MANOVA model 
te s te d  in  the  in t e r e s t  o f  parsimony.
Table 8 rep o rts  the  r e s u l ts  obtained fo r  the MANOVA 
a n a ly s is  o f the  in f lu e n c e  o f  o p era tin g  performance, market 
performance, and absorbed and unabsorbed o rg a n iz a t io n a l  
s lack on d iv e s t i t u r e .  As is  e v id e n t from examination o f  
Table 8, the o v e ra l l  F t e s t  f o r  th e  MANOVA model is  not 
s ig n i f ic a n t ,  F (8 , 90) = 1 .4 12 , p = .202 . Th is  suggests th a t  
the hypothesized fa c to rs  are  not s t ro n g ly  r e la te d  to  
d i v e s t i t u r e .  This conclusion would seem to  be a t  odds w ith  
past s tu d ie s , but none have used an o v e ra l l  MANOVA f o r  a 
t e s t  o f  the in t e r r e la t e d  fa c to rs  in  a comprehensive model.
MANOVA is  an a p p ro p r ia te  technique to  remove the  
p o s s ib i l i t y  o f  Type 1 e r r o r  t h a t  re s u lts  from using a s e r ie s  
o f u n iv a r ia te  te s ts ,  s ince i t  considers several v a r ia b le s  
s im ultaneously . However, use o f  MANOVA may r e s u l t  in a loss 
o f power when a o n e - ta i le d  t e s t  is  ap p ro p ria te  (Tabachnick & 
F i d e l l ,  1983). Since a l l  o f the hypotheses proposed sp ec ify  
the d i r e c t io n a l i t y  o f  d i f fe re n c e s  being te s te d ,  they can be 
te s te d  w ith  o n e - ta i le d  te s ts  o f s ig n i f ic a n c e .  Thus, use of  
MANOVA, w h ile  decreasing the r is k  o f Type 1 e r r o r ,  may a lso  
be less s e n s i t iv e  to  re la t io n s h ip s  between the independent 
v a r ia b le s  and d iv e s t i t u r e .
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Table 8
R esu lts  o f MANOVA fo r  P re d iv e s t itu re  V a ria b le s
M u l t iv a r ia t e  te s ts F ■
P i l l a i ’ s C r i te r io n .202
H o t e l l in g ’ s Trace .202
W ilk ’ s Lambda .202
U n iv a r ia te  te s ts
V a r ia b le NO DIVEST DIVEST F b
PREROI .0721 .0501 .007
PREROE .1788 .1271 .503
PREDIF .0044 - .0 5 1 4 .247
PREWCS .1846 .1927 .81 1
PRESED 5.1120 3.4953 .121
PRER .1254 .1517 .529
PRECRI .0376 - .5 0 5 8 .051
PRECRE .0005 -.7 6 2 5 . 134
N ote.
* F = m u l t iv a r ia t e  F ( 8 ,9 0 )  t e s t  p 
b F = u n iv a r ia te  F ( 1 ,9 8 )  t e s t  p
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Market Performance
The in f lu e n c e  o f  market performance on f i r m  d iv e s t i t u r e  
and the  in f lu e n c e  o f  d iv e s t i t u r e  on f i r m  market performance 
was in v e s t ig a te d  in  Hypotheses 2A and 2B.
Hypothesis 2A p o s tu la te d  t h a t  market performance p r io r  
to  a fo c a l d iv e s t i t u r e  year is  less fo r  f irm s  th a t  d iv e s t  in  
th a t  year than fo r  f irm s  th a t  do not d iv e s t  in  th a t  year.
The im p lic a t io n  o f  t h is  hypothesis is  th a t  poor market 
performance in f lu e n ce s  a f i r m  to  d iv e s t .
Examination o f  the  v a r ia b le  PREDIF (th e  mean market 
performance fo r  the  th re e  year period  p r io r  to  d iv e s t i t u r e )  
in Table 7 reve a ls  th a t  although the  d iv e s t in g  f irm s  do have 
a lower mean performance le v e l (M = - .0 5 1 4 ,  SD = .28 0 ) than  
the n o n -d ive s tin g  f irm s  ( M = .0044, SD = .2 3 2 ) ,  a t - t e s t  fo r  
mean d if fe re n c e s  is  n o r j -s ig n i f ic a n t , t ( 9 9 )  -  1 .0 9 , p = ns.
Hypothesis 2B examined market performance d i f fe re n c e s  
between d iv e s t in g  and n o n -d ive s tin g  f irm s  fo r  the period  
a f t e r  d i v e s t i t u r e .  The mean market performance (PSTDIF) fo r  
d iv e s t in g  f irm s  ( M = .0447 , SD -  .147 ) is  not s ig n i f ic a n t ly  
d i f f e r e n t ,  t ( 9 9 )  = - 1 .9 0 ,  p -  ns, than the mean market 
performance fo r  no n -d ive s tin g  f irm s  {M -  - .0 1 2 7 ,  SD = .1 5 9 ) .  
Thus, Hypothesis 2B is  not supported.
Operating Performance
The re la t io n s h ip  o f  operating  performance and 
d iv e s t i t u r e  was the focus o f  Hypotheses 3A, 3B, 3C, and 3D. 
Hypotheses 3A and 3B were concerned w ith  the  le v e l o f
o p era tin g  performance p r io r  to  and a f t e r  d iv e s t i t u r e ,  w h ile  
Hypotheses 3C and 3D in v e s t ig a te d  the re la t io n s h ip  o f  
changes in  o p era tin g  performance to  d iv e s t i t u r e .
As noted, op era tin g  performance was o p e ra t io n a liz e d  as 
re tu rn  on investment (ROI) and re tu rn  on e q u ity  (ROE), and 
the mean le v e ls  p r io r  to  d iv e s t i t u r e  are  PREROI and PREROE, 
re s p e c t iv e ly .  The mean change in  ROI and ROE fo r  the 3 -year  
period  p r io r  to  the fo c a l year o f  1982 are  designated PRECRI 
and PRECRE. The e q u iv a le n t measures fo r  the period  a f t e r  
1982 are  PSTROI, PSTROE, PSTCRI, and PSTCRE.
Hypothesis 3A proposed th a t  a f i rm  th a t  d ivested  a 
u n it  in  1982 would have a lower le v e l o f  op erating  
performance p r io r  to  th is  year than a f i rm  th a t  d id  not 
d iv e s t  a u n i t .  Examination o f  Table 7 f in d s  t h is  hypothesis  
not supported f o r  p r e d iv e s t i tu r e  mean re tu rn  on investment 
(PREROI), w ith  d iv e s t in g  f irm s  PREROI (M = .0501, SD = .044)  
not being s ig n i f ic a n t ly  lower, t  (9 9 ) = 2 .5 6 ,  p = ns, from 
the le v e l o f p r e d iv e s t i tu r e  re tu rn  on investment f o r  non­
d iv e s t in g  f irm s  (M -  .0721, SD = .0 4 2 ) .  Hypothesis 3A was 
a lso  not supported fo r  PREROE, the d i f fe re n c e  in  means being 
in the hypothesized d i r e c t io n ,  but n o n -s ig n if ic a n t .
S im i la r ly ,  Hypothesis 3B is  concerned w ith  the le v e l o f  
operating  performance a f t e r  the fo ca l d iv e s t i tu r e  year, and 
thus is  a t e s t  o f  the possib le  e f f e c t  o f  a d iv e s t i tu r e  on 
the p o s td iv e s t i tu re  operating  performance o f  a f i rm .
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Although the mean le v e l o f  o p era tin g  performance was lower 
f o r  PSTROI, i t  was not f o r  PSTROE. However, n e ith e r  
d i f fe re n c e  was s t a t i s t i c a l l y  s ig n i f ic a n t .  Thus, Hypothesis  
3B was not supported.
Hypotheses 3C in v e s t ig a te s  the a s s o c ia t io n  o f  changes 
in  opera tin g  performance to  d iv e s t i t u r e .  Hypothesis 3C is  
not supported f o r  mean changes in  re tu rn  on investment, 
t ( 99) = 2 .0 1 ,  p = ns, although PRECRI is  la rg e r  (A# = - .5 0 5 8 ,  
SD = 1 .860 ) and n eg a tive  in  d i re c t io n  f o r  d iv e s t in g  f irm s  
w h ile  PRECRI f o r  n o n -d iv e s tin g  f irm s  ( M = .0376, SD = .503)  
is  p o s it iv e  in  s ig n . The d i f fe re n c e  in mean change in  
re tu rn  on e q u ity  (PRECRE) is  in  the  d i re c t io n  hypothesized, 
but not s ig n i f ic a n t .  For d iv e s t in g  f irm s , PRECRE (M = -  
.7652, SD = 2 .6 2 6 ) ,  w h ile  fo r  no n-d ivestin g  f irm s , PRECRE (M 
= .0005, SD = 2 .3 4 1 ) ,  t ( 9 9 )  = 1 .5 4 , p = .0 6 ) .  Hypothesis 3C 
is  not supported when using alpha le v e ls  co rrec ted  f o r  
m u lt ip le  t - t e s t s .
Hypothesis 3D pos ited  th a t  d iv e s t in g  f irm s  would have a 
g re a te r  p o s it iv e  increase in  op era tin g  performance fo r  the  
period  a f t e r  a d iv e s t i t u r e  than no n-d ivestin g  f irm s .
Although the d i f fe re n c e s  were in d i re c t io n  hypothesized, 
they are  n o n s ig n if ic a n t .  Examination o f  Table 7 in d ic a te s  
th a t  fo r  d iv e s t in g  f irm s , PSTCRI is  g re a te r  (M = .1139, SD -  
2 .3 2 5 )  than fo r  n o n -d ive s tin g  f irm s  (M = - .3 5 3 5 ,  SD -  
2 .0 7 0 ) ,  however the  d i f fe re n c e  is  not s t a t i s t i c a l l y  
s ig n i f ic a n t ,  t ( 9 9 )  = .85 , p = ns. PSTCRE shows e s s e n t ia l ly
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the same p a t te rn ,  w ith  d iv e s t in g  f irm s  having g re a te r  
p o s i t iv e  increases in  PSTCRE (M ~ .2098, SD = 2 .3 5 5 )  than 
n o n -d iv e s tin g  f irm s  ( M -  - .3 6 8 0 ,  SD -  2 .2 1 4 )  but the  
d i f fe re n c e  being n o n s ig n i f ic a n t ,  t (9 9 )  = - 1 .2 8 ,  p = ns. 
Hypothesis 3D is  not supported.
O rg a n iza t io n a l Slack
The ro le  o f  o rg a n iz a t io n a l s lack  in  f i rm  d iv e s t i t u r e  is  
explored by Hypotheses 4A, 4B, 4C, and 4D. O rg an iza t io n a l  
s lack  is  conceptualized  as absorbed and unabsorbed s la c k .  
Furthermore, unabsorbed s lack  is  fu r t h e r  dichotomized as to  
the immediacy o f  a v a i l a b i l i t y  o f  the s lack  resources. 
Unabsorbed s lack is  designated PRE(PST)WCS and PRE(PST)SED, 
r e f le c t in g  the d i f fe re n c e  between s lack  immediately  
a v a i la b le  and s lack a v a i la b le  over the longer term.
Absorbed s lack  is  measured by a s in g le  in d ic a to r ,  PRE(PST)R, 
r e f le c t in g  the le v e l o f  s lack  absorbed in a f i rm  as 
o p era tin g  expenses.
Hypothesis 4A posited  th a t  d iv e s t in g  f irm s  would have 
higher le v e ls  o f absorbed s lack  (PRER) p r io r  to  1982 than
firm s  th a t  did  not d iv e s t  in the fo ca l year. I t  is  im portant
to  remember the in d ic a to r  o f absorbed s lack  used is  
in v e rs e ly  p rop o rtio na l to  the amount o f  absorbed s la c k .
Thus, the mean le v e l o f  absorbed s lack  p r io r  to  1902 fo r
d iv e s t in g  f irm s  (W = .1517, SD = .276 ) is  lower than the
mean le v e l  o f  absorbed s lack fo r  non-d ivestin g  f irm s  (M = 
.1254 , SD = .0 6 3 ) .  However, the d i f fe re n c e  is  not
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s t a t i s t i c a l l y  s ig n i f i c a n t ,  t ( 9 9 )  = .6 6 , p = ns, thus, 
Hypothesis 4A is  unsupported.
Hypothesis 4B proposed t h a t  f irm s  th a t  d ives ted  in  1982 
would have lower le v e ls  o f  unabsorbed s lack  p r io r  to  
d iv e s t i t u r e  than f irm s  t h a t  do no t. For the measure o f  
s h o rt- te rm  unabsorbed s lack  (PREWCS), Hypothesis 4B is  not 
supported, t (9 9 )  = - . 2 4 ,  p -  ns. Hypothesis 4B is  a lso  
unsupported by the  r e s u lts  obta ined w ith  the in d ic a to r  o f  
long-term  unabsorbed s lack (PRESED). For f irm s  d iv e s t in g  
in 1982, the  mean le v e l o f  long-term  s lack  (M = 3 .5 0 ,  SD = 
3 .5 8 3 )  was not s ig n i f i c a n t ly  lower, i ( 9 9 )  = 1 .91 , p = ns, 
than f irm s  th a t  did not (M = 5 .1 1 ,  SD = 4 .8 0 2 ) .  Thus, lower 
le v e ls  o f  long-term  unabsorbed s lack  are  not assoc iated  w ith  
d i v e s t i t u r e .  Hypothesis 4B is  not supported.
Hypotheses 4C and 4D are concerned w ith  the as soc ia t io n  
o f d iv e s t i t u r e  to  the mean le v e ls  o f  absorbed and unabsorbed 
slack f o r  the th re e -y e a r  period  a f t e r  d i v e s t i t u r e .
Hypothesis 4C po stu la ted  th a t  f irm s  th a t  d iv e s t  in  a 
fo c a l year w i l l  have h igher le v e ls  o f  absorbed s lack a f t e r  
the d iv e s t i t u r e  than f irm s  th a t  d id  not d iv e s t  in  the fo ca l  
year. The mean d i f fe re n c e  is  in  the hypothesized d i re c t io n ,  
however, t h is  d i f fe re n c e  was not s ig n i f ic a n t ,  t ( 9 9 )  = 1 .5 6 ,  
p = ns.
Hypothesis 4D s ta te d  th a t  f irm s  th a t  d iv e s t  in a fo ca l  
year have a h igher le v e l o f  unabsorbed s lack a f t e r  the  
d iv e s t i tu r e  than f irm s  th a t  do not d iv e s t  in  th a t  year.
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A na lys is  o f  Table 7 in d ic a te s  t h is  hypothesis was not  
supported by the r e s u lts  obta ined e i t h e r  f o r  long-term  
unabsorbed s lack (PSTSED), t ( 9 9 )  = 1 .2 3 , p  = ns, or s h o rt­
term unabsorbed s la c k  (PSTWCS), t ( 9 9 )  = - . 0 6 ,  p = ns. 
P re d ic t io n  o f D iv e s t i t u r e
Hypothesis 5 is  an o v e r a l l  t e s t  fo r  p re d ic t io n  o f  
d iv e s t i t u r e  using the  research v a r ia b le s  examined in  p r io r  
hypotheses. D is c r im in a n t analyses is  the s t a t i s t i c a l  method 
o f choice when the research question invo lves d is t in g u is h in g  
between groups. D is c r im in a n t a n a ly s is  s im ultaneously  te s ts  
a group o f  hypotheses regard ing d i f f e r e n t i a t i o n  o f a p r i o r i  
groups w ith  a s e t o f  measures, and forms l in e a r  combinations  
o f those measures t h a t  most e f f e c t iv e ly  d i f f e r e n t i a t e  
between the groups (N u n n a lly , 1978). As is  the case in  t h is  
in v e s t ig a t io n ,  d is c r im in a n t a n a ly s is  is  most ap p ro p ria te  
when the dependent v a r ia b le  is  c a te g o r ic a l ( i . e . ,  d ives ted ,  
did  not d iv e s t )  and th e  independent v a r ia b le s  are  m e tr ic  
(H a i r ,  Anderson, & Tatham, 1987). The ap p ro p ria te  research  
model is  represented by:
Y# = 0Ppd + ASpd + USpd + MPpd + E, (2 )
Where:
Dependent V a r ia b le  Yf = D iv e s t i tu r e  in the fo c a l year o f
1982;
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Independent V a r ia b le s
OPpd = O perating performance p r io r  to  1982;
ASpd = Absorbed s lack  p r io r  to  1982;
USpd =* Unabsorbed s lack  p r io r  to  1982;
*
MPpd = Market performance p r io r  to  1982;
Ef = E rro r  term .
As o r g in a l ly  fo rm ula ted , Hypothesis 5 s ta te s  th a t  the  
v a r ia b le s  o f  o p era tin g  performance, market performance, 
o rg a n iz a t io n a l  s lack  generation  and usage, and top  
management tu rn over p r io r  to  the fo c a l d iv e s t i t u r e  year can 
be used to  determ ine which f irm s  w i l l  d iv e s t  in  the fo ca l  
d iv e s t i tu r e  year. However, Hypotheses 5 is  on ly  supported  
to  the e x te n t  th a t  th e re  were s ig n i f ic a n t  d i f fe re n c e s  
between d iv e s t in g  and n o n -d ive s tin g  f irm s  fo r  the v a r ia b le s  
proposed to  be used to  form the d is c r im in a te  fu n c t io n .  As 
i t  is  obvious from the re s u lts  presented to  Hypothesis 1 
regarding the lack o f in f lu e n c e  o f  top management turnover  
on d i v e s t i t u r e ,  top management tu rn over has been removed 
from the  te s te d  d is c r im in a n t  model in  th e  in te r e s t  of  
parsimony. I n i t i a l  re s u lts  o f  the in d iv id u a l hypotheses 
te s ts  presented above a lso  in d ic a te  th a t  the proposed 
v a r ia b le s  probably w i l l  not d is c r im in a te  po w erfu lly  between 
d iv e s t in g  and n o n -d ivestin g  f irm s .
There are  two general options a v a i la b le  when performing  
d is c r im in a n t a n a ly s is .  I f  the o b je c t iv e  is  to  determine  
which v a r ia b le s  are most e f f i c i e n t  in  d is c r im in a t in g  between
groups, then a stepwise procedure in  which v a r ia b le s  are  
entered in to  the model to  the e x te n t  they maximize the  
squared E u c lid ia n  d is tan ce  between the group ce n tro id s  
should be used (H a ir  e t  a l . ,  1987). Thus, v a r ia b le s  may 
e n te r  a model a t  one stage only to  e x i t  the f i n a l  model 
because o f  the ex is tence  o f  m u l t i c o l l i n e a r i t y . I f  the  
o b je c t iv e  o f  the d is c r im in a n t a n a ly s is  is  to  determine the  
d is c r im in a t in g  c a p a b i l i ty  o f  an e n t i r e  s e t  o f  v a r ia b le s ,  
then a l l  the v a r ia b le s  should be entered  a t  the same tim e.  
For th is  a n a ly s is ,  a l l  v a r ia b le s  o f  in te r e s t  were entered  
sim ultaneously s ince the o b je c t iv e  o f  Hypothesis 5 was to  
determine i f  a model based on the  hypothesized fa c to rs  was 
usable f o r  d iv e s t i tu r e  p re d ic t io n .  However, though th is  
model had the h ighest c la s s i f ic a t io n  percentage on the  
holdout sample, the canonical d is c r im in a n t fu n c tio n  was not 
s ig n i f ic a n t ,  e igenvalue = .13293, canonical R = .34254, 
W ilk s ’ lambda = .8826, X2( 6 )  = 6 .2 4 ,  p = ns. Thus, both the  
o v e ra l l  nons ign ificance  and the  r e l a t i v e l y  small e igenvalue  
support the view th a t  the hypothesized d is c r im in a t in g  
v a r ia b le s  do a poor job  o f  p re d ic t in g  d iv e s t i t u r e .  The 
complete re s u lts  o f th is  a n a ly s is  are  presented in Tables 9, 
10, and 11.
The p re d ic t iv e  a b i l i t y  o f  the model is  approxim ately  
13* b e t te r  than chance assignment, based on p r io r  
p r o b a b i l i t ie s  o f  group membership.
In  an e f f o r t  to  determine the best combination o f  
v a r ia b le s  to  d is c r im in a te  between d iv e s t in g  and non­
d iv e s t in g  f i rm s ,  many d i f f e r e n t  combinations were 
in v e s t ig a te d .  The best p re d ic t iv e  a b i l i t y  th a t  included a 
s ig n i f ic a n t  canonical d is c r im in a n t fu n c t io n  was produced by 
a model th a t  incorporated  only two v a r ia b le s ,  PREROI and 
PRECRE, e igenvalue = .12968, canonical R = .338806, W i lk s ’ 
lambda = .8852 , Xz{2 )  = 6 .2 2 ,  p = .0446 . The re s u lts  of  
th is  model are  presented in  Tables 12, 13, and 14.
ALthough t h is  model is  s ig n i f ic a n t ,  the p r a c t ic a l  usefulness  
is  extrem ely low, s ince i t s  p re d ic t iv e  e f f ic ie n c y  is  
approxim ately 4% b e t te r  than chance assignment, based on 
p r io r  p r o b a b i l i t ie s  o f  group membership.
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Table 9
Means and Standard D ev ia t io n s  fo r  P re d ic to r  V a r ia b le s  bv
D iv e s t i tu r e  S ta tus  f o r  D is c r im in a n t A n a lys is . n=55
P re d ic to r  Did not D iv e s t D ivested
PREROI .07039 .04498
( .0 3 8 2 2 ) ( .0 5 0 7 4 )
PRECRI .04621 -.66721
{ .4 4 2 6 ) (2 .4 7 1 6 )
PRECRE .4272 -1 .0941
(2 .3 4 7 6 ) (3 .4 7 3 6 )
PRESED 5.0996 3.7054
(5 .0 3 6 0 ) (3 .9 9 2 4 )
PREROE .1913 . 1 174
( .2180) ( .7203)
PREDIF .0183 -.0 4 5 7
( .2082) ( .3 7 1 0 )
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Table 10
D is c r im in a n t A nalys is  S t a t i s t i c s  fo r  P re d ic to r  V a r ia b le s
A l l  V a r ia b le s  Entered. n=55
P re d ic to r Standardized
C o e f f ic ie n t
D isc rim in an t
Loading
U n iv a r ia te
F
PREROI .61148 .79201 4 .4 1 9 *
PRECRE .96836 .71930 3.645
PRECRI - .4 3 0 3 0 .56627 2.259
PRESED .25364 .42761 1 .268
PREROE -.1 2 6 5 4 .19567 .2697
PREDIF - .0 6 9 8 3 .29893 .6296
*  p < .05
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Table 11
C la s s i f ic a t io n  Results  fo r  Cases Used in A nalys is  and
Holdout Sample
For Firms Used in  Analvsis ( n=55)
Group # o f  
f  i rms
P red ic ted  Group 
Did not D ive st Divested
Did not 
D ivest 29 22 7
Divested 27 12 15
Percent o f f irm s  c o r r e c t ly c la s s i f ie d :  66.07%
For Firms Not Used in Analvs is  (n=46)
Group # o f  
f  i rms
P red ic ted  
Did not D ivest
Group
Divested
Did not 
D ivest 22 16 6
Divested 27 11 13
Percent of f irm s  c o r r e c t ly  c la s s i f ie d :  63. 04%
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Table 12
Means and Standard D ev ia tio ns  fo r  P re d ic to r  V a r ia b le s  bv 
D iv e s t i tu r e  S ta tus  fo r  D isc r im in an t A n a lvs is . n=54
P re d ic to r  Did not D ive s t Divested
PREROI .07235 .04498
(.0 3 7 4 9 )  ( .0 5 0 7 4 )
PRECRE .44641
(2 .390 12 )
-1 .0 9 4 1 4  
(3 .473 68 )
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Table 13
D isc rim in an t A na lvs is  S t a t i s t i c s  f o r  P re d ic to r  V a r ia b le s
Best S ia n i f ic a n t  Model. n=54
P re d ic to r Standardized D isc rim in an t  
C o e f f ic ie n t  Loading
U n iv a r ia te
F
PREROI .71421 .86749 5 .0 8 0 *
PRECRE .51991 .73109 3.604
*  p < .05
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Table 14
C la s s i f ic a t io n  R esults  fo r  Cases Used in A nalvs is  and
Holdout SamDle
For Firms Used in  Analvs is ( n=54l
Group # of  
f  i rms
P re d ic ted  Group 
Did not D ive s t Divested
Did not 
D ive st 29 22 7
D ivested 27 13 14
Percent of f irm s  c o r re c t ly c la s s i f ie d :  64.29%
For Firms Not Used in Analvsis  (n=46)
Group # of  
f  i rms
P red ic ted  
Did not D ivest
Group
Divested
Did not 
D ivest 22 15 7
Divested 24 14 10
Percent of f irm s  c o r re c t ly c la s s i f ie d :  54. 35*
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D iv e s t i tu r e  E f fe c ts
An o v e r a l l  MANOVA a n a ly s is  was used to  determ ine the  
e f f e c t s ,  i f  any, o f  d iv e s t i t u r e  on subsequent f i rm  market 
performance, o p era tin g  performance, and o rg a n iz a t io n a l  
s la c k .  The research model used in  t h is  a n a ly s is  was:
Y #j = u t j  +  T f j  +  Ef j  ( 1 )
Where:
Independent V a r ia b le  T fJ -  D iv e s t i tu r e  in the fo c a l year 
of 1982;
Dependent V a r ia b le s  YfJ co n s is t o f:
0Ppd = O perating performance a f t e r  1982;
ASpd = Absorbed s lack a f t e r  1982;
USpd = Unabsorbed s la ck  a f t e r  1982;
MPpd = Market performance a f t e r  1982;
EfJ = E rro r  term.
The re s u lts  o f  t h is  a n a ly s is  are  presented in  Table 15, 
The o v e ra l l  t e s t  th e  p o s t - d iv e s t i tu r e  MANOVA model is  not 
s ig n i f ic a n t ,  F (8 ,9 1 )  = 1 .617 , p = ns. Thus, th e re  was no 
s ig n i f ic a n t  o v e ra l l  d i f fe r e n c e  between d iv e s t in g  and 
nondivesting f irm s  fo r  the v a r ia b le s  te s te d  in the post­
d iv e s t i tu r e  period .
In  an e f f o r t  to  a s c e r ta in  any apparent d i f fe re n c e s  
between the research v a r ia b le s  fo r  d iv e s t in g  and non­
d iv e s t in g  f irm s  in  the p o s t -d iv e s t i tu r e  perio d , the  t - t e s t
r e s u l ts  presented in  Table 7 were examined. There were no 
s ig n i f ic a n t  d i f fe re n c e s  between the v a r ia b le  means o f  the  
post-1982 d iv e s t in g  and n o n -d iv e s tin g  f i rm s .
Table 15
R esults  o f  MANOVA f o r  P o s td iv e s t i tu re  V a r ia b le s
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M u l t iv a r ia t e  te s ts F *
Pi 1 l a i ’ s C r i te r io n .131
H o t e l l in g ’ s Trace .131
W ilk 's  Lambda .131
U n iv a r ia te  te s ts
V a r ia b le  NO DIVEST DIVEST F b
PSTROI .0566 .0487 .314
PSTROE .0876 . 1 154 .436
PSTDIF - .0 1 2 7 .0447 .051
PSTWCS .1710 .1729 .952
PSTSED 4.9737 3.5685 .283
PSTR .1293 .1118 .067
PSTCRI - .3 5 3 5 .2098 .283
PSTCRE - .3 6 8 0 .1139 .202
N ote.
* F = m u lt iv a r ia te  F (8 ,9 0 )  t e s t  p 
b F = u n iv a r ia te  F (1 ,9 8 )  t e s t  p
Chapter 6
Discussion. Recommendations, and Conclusions
This  research drew on past d iv e s t i t u r e  research to  
develop an o v e r a l l  model o f  f i r m - le v e l  in f lu e n ce s  on 
d iv e s t i t u r e  and determine i f  those f i r m - le v e l  in f lu e n ce s  can 
be used to  p re d ic t  d iv e s t i t u r e .  A d d i t io n a l ly ,  i t  a lso  
in v e s t ig a te d  the p o s t - d iv e s t i tu r e  e f f e c t  on a f i rm  o f  a u n i t  
d iv e s t i t u r e .
S p e c i f ic a l ly ,  t h is  study: (1 )  examined the most
fre q u e n t ly  hypothesized in f lu e n t ia l  f i r m - le v e l  d iv e s t i tu r e  
fa c to rs  by determ ining how instrum ental op erating  
performance, market performance, absorbed and unabsorbed 
o rg a n iz a t io n a l s la c k , and top management tu rnover were to  
d iv e s t i t u r e ;  (2 )  determined whether these fa c to rs  can be 
used to  p re d ic t  the  l ik e l ih o o d  o f  f i r m - le v e l  d iv e s t i tu r e ;  
and (3 )  examined the e f f e c t  o f  f i rm  d iv e s t i tu r e  on post­
d iv e s t i t u r e  f i rm  opera tin g  performance, market performance, 
and both absorbed and unabsorbed o rg a n iz a t io n a l s la c k .
These questions were examined by a combination of  
c o r r e la t io n  a n a ly s is ,  ch i-sq uare  a n a ly s is ,  MANOVA, 
d is c r im in a n t a n a ly s is ,  and t - t e s t s .
The s tu d y ’ s o v e ra l l  re s u lts  tend to  demonstrate th a t  
the f i r m - le v e l  fa c to rs  in v e s tig a te d  are not s ig n i f ic a n t ly  
connected w ith  d i v e s t i t u r e ,  and these fa c to rs  could not
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u s e fu l ly  d is c r im in a te  between d iv e s t in g  and n o n -d ivestin g  
f irm s .
A d d i t io n a l ly ,  the proposed model o f  the  e f f e c t  o f  a 
d iv e s t i t u r e  on subsequent f i r m  op eratin g  performance, market 
performance, and absorbed and unabsorbed o rg a n iz a t io n a l  
s lack  was g e n e ra l ly  not supported. The re s u lts  o f  o v e ra l l  
and u n iv a r ia te  hypothesis te s ts  showed no meaningful 
re la t io n s h ip  between d iv e s t i t u r e  and subsequent f i rm  
performance and o rg a n iz a t io n a l  s lack re la t io n s h ip s .  In  
gen era l, the re s u lts  w ith  regard to  p o s t -d iv e s t i tu r e  f i rm  
le v e l e f fe c ts  support the  notion th a t  d iv e s t i tu r e  o f  a u n i t  
in  a m u lt id iv is io n a l  f irm  is  in fluenced by fa c to rs  o ther  
than the primary co ntextual v a r ia b le s  in v e s tig a te d  in  t h is  
study. Furthermore, the e f f e c t  o f a d iv e s t i tu r e  on the  
d iv e s t in g  f irm s  studied  is  g e n e ra l ly  weak and may not be 
e v id e n t from v a r ia b le s  measured in a conventional way (as 
were v a r ia b le s  used in  t h is  s tu d y ).
Thus, the a d d it io n  to  s t ra te g ic  management theory from 
t h is  study is  tw o -fo ld :  F i r s t ,  the understanding th a t
n e i th e r  p r e -d iv e s t i tu r e  f irm  operating  and market 
performance, le v e ls  o f  o rg a n iz a t io n a l s la c k , nor top manager 
change had a s ig n i f ic a n t  in f lu e n c e  on the d iv e s t i tu r e  
behavior o f  the f irm s  in the reported in v e s t ig a t io n ;  and 
second, th a t  d iv e s t i tu r e  does not appear to  be connected 
w ith  s ig n i f ic a n t  f i r m - le v e l  p o s t -d iv e s t i tu r e  operating  
performance changes or or changes in le v e ls  o f absorbed or
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unabsorbed o rg a n iz a t io n a l s la c k .  These two augmentations to  
s t r a t e g ic  management theory  are  im portant s ince they  
in d ic a te  t h a t  o th er  fa c to rs  may have a g re a te r  in f lu e n c e  on 
d iv e s t i t u r e  than the  v a r ia b le s  in  t h is  in v e s t ig a t io n .
Tod Management Turnover
The in f lu e n c e  o f  f i r m  top management tu rn o ver on 
d iv e s t i t u r e  was in v e s t ig a te d  by Hypothesis 1. Th is  
hypothesis was not supported. There was no s ig n i f ic a n t  
r e la t io n s h ip  between top management tu rn over and d iv e s t i tu r e  
among the  research sample o f  f irm s  in  t h is  in v e s t ig a t io n .  
P re v io u s ly ,  Gilmour (1973) had found top management tu rnover  
re la te d  to  d iv e s t i t u r e ,  and T ay lo r  e t  a l . ( 1 9 8 7 )  proposed a 
model in  which top management tu rnover would p o s i t iv e ly  
in f lu e n c e  d iv e s t i t u r e .  However, the  r e s u l ts  o f t h is  study  
found no re la t io n s h ip ,  and thus are co n s is te n t w ith  past 
research by Duhaime (1 9 8 1 ) ,  Duhaime & Grant (1 9 8 4 ) ,  Nees 
(1 9 8 1 ) ,  and Patton and Duhaime (1 9 7 8 ) .
What may occur is  t h a t  top management tu rn o ver appears 
to  be re la te d  to  f i rm  d i v e s t i t u r e ,  because cases in vo lv in g  
in d iv id u a l f irm s  o fte n  r e la t e  instances o f  where top  
management tu rnover appears to  be associated w ith  
d iv e s t i t u r e  ( i . e . ,  N a v is ta r ) .  One po ssib le  exp lanation  
would be th a t  top managers change r e l a t i v e l y  f re q u e n t ly ,  and 
the a s s o c ia t io n  w ith  d iv e s t i t u r e  occurs only by chance, a t  
le a s t  in  the research sample used in  th is  in v e s t ig a t io n .
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This  seems to  be an area  t h a t  would be f r u i t f u l  fo r  fu r t h e r  
research in v o lv in g  a random sample o f  f irm s .
Market Performance
Market performance r e la te s  to  the  re tu rn s  which accrue  
to  a f i r m 's  stockholders due to  changes in  the market value  
o f t h e i r  s tock . A s to c k ’ s market va lue is  determined by 
buyer perceptions o f  i t s  fu tu r e  va lue (Brown & Warner,
1980). I t  was hypothesized th a t  d iv e s t i t u r e  would e f f e c t  
the  market performance in  th a t  the market performance o f  a 
f i rm  th a t  d ives ted  would be d i f f e r e n t  from the market 
performance o f a f i r m  th a t  d id  not. S p e c i f ic a l ly ,
Hypothesis 2A concerned the  market performance o f f irm s  
p r io r  to  d iv e s t i t u r e ,  w h ile  Hypothesis 2B examined the  
market performance o f  f irm s  subsequent to  the fo ca l  
d iv e s t i t u r e  year.
As examined, the o v e ra l l  MANOVA model th a t  included  
market performance was not s ig n i f ic a n t .  T- t e s t s  using an
alpha le v e l  co rrec ted  f o r  m u lt ip le  u n iv a r ia te  te s ts  were 
used to  look fo r  d i f fe re n c e s  between d iv e s t in g  and non­
d iv e s t in g  f irm s  w ith  regard to  market performance.
When using u n iv a r ia te  te s ts ,  Hypothesis 2A is  not 
supported. Inspectio n  o f  the graph o f  "abnormal" re tu rns  
over time presented in F igure 6 in  Appendix C in d ic a te s  th a t  
the  d is t in g u is h in g  c h a r a c t e r is t ic  o f  market re tu rn s  from 
f irm s  t h a t  d ives ted  in 1982 is  the v o l a t i l i t y  connected w ith  
these re tu rn s .  However, th e  mean le v e l o f the  re tu rn s  fo r
120
the  period  1979 through 1981 is  on ly  m a rg in a lly  lower than  
the mean le v e l f o r  the n o n -d ive s tin g  f i rm s ,  and not  
s ig n i f i c a n t ly  d i f f e r e n t .  I t  might appear from exam ination  
o f F igure  6 th a t  a t - t e s t  o f  the  means o f  the market re tu rn s  
f o r  the period  one year p r io r  to  d iv e s t i t u r e  would probably  
y ie ld  a s ig n i f ic a n t  d i f fe r e n c e .  Indeed, t h is  would be 
s im i la r  to  the r e s u l t  th a t  Montgomery e t  a l . (1984) obta ined  
when they looked a t  market re tu rn s  f o r  the  period  on ly  1
year p r io r  to  d iv e s t i t u r e .  However, a t - t e s t  f o r  mean
d if fe re n c e s  using the  1 -year market re tu rn  d id  not show 
s ig n if ic a n c e ,  t (1 0 0 )  = 1 .4 1 , p =  ns.
Montgomery e t  a l . used a method to  determine market
re tu rn s  th a t  is  no tab ly  d i f f e r e n t  from th a t  used in  t h is  
study. S p e c i f ic a l ly ,  they used a method c a l le d  cum ulative  
abnormal re tu rn s  (CARs) in  which the monthly re tu rn s  f o r  a 
f iv e -y e a r  t e s t  period  p r io r  to  the year o f  d iv e s t i t u r e  are  
used to  generate an expected re tu rn  f o r  the  t e s t  period  ( th e  
year o f  d iv e s t i t u r e  in  th e  Montgomery e t  a l . s tu d y ) .  Even 
though t h is  method is  has been used in  the  past in  f in a n c e -  
re la te d  s tu d ie s , i t  is  s tro n g ly  c r i t i c i z e d  as o fte n  lead ing  
to  in accurate  r e s u l ts  (Brown & Warner, 1980). Brown and 
Warner demonstrate t h a t  even where th e re  is  no abnormal 
performance, i t  is  poss ib le  to  generate CARs th a t  appear to  
have s ig n i f ic a n t  upward or downward d i f fe re n c e  from 0, thus  
markedly increas ing  the  p o s s ib i l i t y  o f Type 1 e r ro rs .  This  
e f f e c t  is  e s p e c ia l ly  pronounced in  instances where the
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ac tu a l "event" under study has a date o f  occurrence th a t  
cannot be s p e c i f ie d  e x a c t ly ,  such as d iv e s t i t u r e  (Brown & 
Warner, 1980),
P r io r  s tud ies  in  the  fin an ce  l i t e r a t u r e  on t h is  p o in t  
have s u ffe re d  from a d e f in i t io n  o f  d iv e s t i t u r e  problem. The 
s tud ies  g e n e ra l ly  t r e a t  the  s a le  o f  a stock in te r e s t  and the  
s a le  o f  a op era tin g  business u n i t  the  same. I t  is  arguable  
t h a t  top management does not perce ive  these as the same type  
o f s t r a te g ic  d ec is io n , and may not be in fluenced by the same 
fa c to rs  as found in  some o f  the f in an ce  s tu d ie s .
Consequently, w h ile  r e l a t i v e l y  poor market performance 
may in f lu e n c e  f i rm  d i v e s t i t u r e ,  i t  is  a lso  poss ib le  th a t  
th e re  is  no d i f fe re n c e  between the market performance o f  
d iv e s t in g  and n o n -d ivestin g  f irm s  p r io r  to  d iv e s t i t u r e .
Since th e re  are d i f fe re n c e s  in  measures o f  market 
performance and the d e f in i t io n s  o f  d iv e s t i t u r e  between th is  
study and s tud ies  upon which the hypothesis is  based, i t  is  
l i k e l y  t h a t  the  most e f f i c i e n t  course o f  a c tio n  would be a 
r e p l ic a t io n  and extension o f t h is  research to  another time  
period and sample o f  f i rm s .  However, t h is  in v e s t ig a t io n  
appears to  have used a su perio r  methodology fo r  determ ining  
"abnormal" re tu rn s , and thus would appear to  have more 
accurate re s u lts  than previous s tu d ie s .
Hypothesis 2B was unsupported in th a t  th ere  were no 
s ig n i f ic a n t  p o s it iv e  market v a lu a t io n  e f fe c ts  fo llo w in g  
d iv e s t i tu r e  in the  sample o f  d iv e s t in g  f irm s  th a t  were not
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present in  th e  matched sample o f  no n -d ive s tin g  f i rm s .  Thus, 
the  re s u lts  presented here support the  v iew po in t th a t  
d iv e s t i tu r e  is  not g e n e ra l ly  associated  w ith  va lue c re a t io n .  
This f in d in g  has im portant im p lic a t io n s  fo r  s tra te g y  
research, in  th a t  t h is  f in d in g  is  d i f f e r e n t  than the  view  
g e n e ra l ly  assumed in the f in a n c ia l  l i t e r a t u r e  (J a in ,  1985).
In  the f in a n c ia l  l i t e r a t u r e ,  d iv e s t i t u r e  is  g e n e ra l ly  
assumed to  be a v a lu e -c re a t in g  ( i . e . ,  increased stock p r ic e )  
s t ra te g y .  However, the re s u l ts  o f  t h is  study do not support 
th a t  view. This d i f fe re n c e  in f in d in g s  may be due to  e f f e c t  
d if fe re n c e s  between u n i t  d iv e s t i tu re s  and stock in te r e s t  
d iv e s t i tu r e s .  This is  a c r i t i c a l  d i f fe r e n c e ,  s ince  
s t ra te g ic  management theory g e n e ra l ly  adapts the  f in a n c ia l  
l i t e r a t u r e  view. There fo re , r e p l ic a t io n  and extension of  
t h is  study to  o ther time periods and firm s  would y ie ld  
im portant answers to  these d if fe re n c e s  o f  o p in ion .
Operating Performance
In  th is  in v e s t ig a t io n ,  f i rm  performance was separated  
in to  a measure o f market performance and two measures of 
op eratin g  performance. Although a t  le a s t  one o ther author  
has looked a t  both aspects o f  f irm  performance (Montgomery 
e t  a l . ,  1984; Montgomery & Thomas, 1988), th is  was not 
accomplished in the same study. G e n e ra lly , in  the  
d iv e s t i tu r e  l i t e r a t u r e ,  f i r m  performance is  taken to  mean 
accounting-based ra te s  o f  re tu rn  ( e . g . ,  Duhaime, 1981;
Duhaime & G rant, 1984; T a y lo r ,  1987).
Another d i f fe r e n c e  in  t h is  d is s e r ta t io n  is  the  use o f  
two r e la te d ,  but d i f f e r e n t ,  measures o f  op era tin g  
performance, re tu rn  on investment (ROI) and re tu rn  on e q u ity  
(ROE). Most d iv e s t i t u r e  s tu d ies  use s in g le  measures o f  
op era tin g  performance ( i . e . ,  Montgomery & Thomas, 1968). I t  
was expected th a t  the two measures o f  o p era tin g  performance 
would be h ig h ly  c o r re la te d  (K eats , 1988). However, 
exam ination o f  Table 6 shows t h a t  the  two performance 
in d ic a to rs  were only s l i g h t l y  c o r re la te d .  Th is  lends  
s tre n g th  to  Keats suggestion th a t  d i f f e r e n t  measures of  
performance may measure d i f f e r e n t  dimensions o f  performance, 
even though they may have t r a d i t i o n a l l y  been used as 
in terchangeab le  (K eats , 1988; Keats & H i t t ,  1988). Also, 
the e f f e c t  o f  using 3 -y e a r  mean measures o f  performance as 
opposed to  s h o rte r  tim e periods may have decreased the  
c o r r e la t io n s  between measures o f  re tu rn  on investment and 
re tu rn  on e q u ity .
This in v e s t ig a t io n  examined the  re la t io n s h ip  o f  
d iv e s t i t u r e  and f i rm  opera tin g  performance in Hypotheses 3A, 
3B, 3C, and 3D. The o v e ra l l  MANOVA model th a t  included  
op era tin g  performance was not s ig n i f ic a n t .  T - te s ts  using 
alpha le v e ls  co rrec ted  f o r  m u lt ip le  u n iv a r ia te  te s ts  were 
used to  a s c e r ta in  d i f fe re n c e s  between d iv e s t in g  and non­
d iv e s t in g  f irm s  along the  d i f f e r e n t  dimensions o f  o perating  
performance.
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A lower p r io r  performance le v e l ,  and a g re a te r  p r io r  
n e g ative  change in  performance, was associated  w ith  
d iv e s t in g  f i rm s .  However, w h ile  t h is  d i f fe re n c e  was in  the  
hypothesized d i r e c t io n ,  i t  was n o n -s ig n i f ic a n t  f o r  both  
measures o f  o p era tin g  performance.
One s id e l ig h t  to  t h is  a n a ly s is  was th a t  when using  
uncorrected alpha le v e ls  ( i . e . ,  p < .0 5 ) f o r  the  m u lt ip le  t -  
t e s t s ,  o p e ra tin g  performance as measured by ROI was 
s i g n i f i c a n t l y  d i f f e r e n t  between d iv e s t in g  and n o n -d ive s tin g  
f i rm s ,  w h ile  opera tin g  performance as measured by ROE was 
n o t. This brings up two in te r e s t in g  p o in ts :  F i r s t ,
previous s tud ies  th a t  have pointed out d i f fe re n c e s  in  
o p era tin g  performance between d iv e s t in g  and n o n -d ive s tin g  
f irm s  have not mentioned c o rre c t io n s  to  a lpha le v e ls  to  
c o ntro l f o r  Type 1 e r r o r  ( i . e ,  Montgomery & Thomas, 1988). 
Thus, the d if fe re n c e s  found in  p r io r  s tu d ies  may be based on 
chance occurances. Second, w h ile  ROI and ROE are g e n e ra l ly  
used in terchangeab ly  in s t r a te g ic  management research, they  
may measure q u ite  d i f f e r e n t  dimensions o f  performance 
(K eats , 1988). The re s u lts  one ob ta ins  on th is  question  
appear to  d i f f e r  depending upon the measures used and 
whether the  s t a t i s t i c a l  te s ts  fo r  s ig n i f ic a n t  d i f fe re n c e s  
have v io la te d  im portant assumptions.
The im p lic a t io n  o f  t h is  is  th a t  i t  is  not enough to  
only c la s s i f y  measures o f  performance as op eratin g  or  
market, but care must be taken th a t  measures o f  performance
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compared across d i f f e r e n t  s tud ies  must a c tu a l ly  be 
o p e ra t io n a liz e d  c o n s is te n t ly  in  order to  measure the  same 
dimensions, and Im portant s t a t i s t i c a l  assumptions must not 
be v io la t e d .  Th is  is  something th a t  is  basic to  many 
published o rg a n iz a t io n a l  behavior s tu d ie s , but appears to  be 
fre q u e n t ly  ignored in s t r a te g ic  management research (K eats,  
1988).
Hypotheses 3B and 30, re s p e c t iv e ly ,  examined the  
as soc ia t io n  o f  d iv e s t i t u r e  w ith  p o s t -d iv e s t i tu r e  o perating  
performance and changes in operatin g  performance. Although  
p o s t -d iv e s t i tu r e  re tu rn  on investment was lower, as 
hypothesized, the re la t io n s h ip  between re tu rn  on e q u ity  was 
opposite to  th a t  hypothesized. However, n e ith e r  was 
s ig n i f ic a n t .  R e la te d ly ,  the change in  p o s t -d iv e s t i tu r e  
op eratin g  performance was in th e  d i re c t io n  hypothesized fo r  
both re tu rn  on investment and re tu rn  on e q u ity ,  but was not 
s ig n i f ic a n t .
Thus, in v e s t ig a t io n  o f  the re la t io n s h ip  between 
operating  performance and d iv e s t i tu r e  leads to  the  fo l lo w in g  
conclusions: (1 )  Examination o f  mean performance in
absence o f  v a l id  s t a t i s t i c a l  te s ts  may lead to  erroneous  
assumptions about d i f fe re n c e s  between d iv e s t in g  and non­
d iv e s t in g  f i rm  op erating  performance; (2 )  The s p e c i f ic a t io n  
o f which measure(s) o f  operating  performance is ( a r e )  used is  
c r i t i c a l  to  the re s u lts  ob ta ined . D i f f e r e n t  measures, 
purported to  measure the  same construct o f  operating
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performance, in  f a c t  do not seem to  be s tro n g ly  r e la te d ,  
when used in  th e  present c o n te x t;  and, (3 )  The 
s p e c i f ic a t io n  o f  the  performance measurement period  is  
im portant in  d iv e s t i t u r e  research. In s p e c tio n  o f  Appendix C 
in d ic a te s  t h a t  th e  behavior o f  the  o p era tin g  measures v a r ie s  
considerab ly  over t im e . Mean le v e ls  o f  o p era tin g  
performance remove some o f  th a t  v a r i a b i l i t y ,  but the period  
of measure must be s p e c i f ie d  when comparing r e s u lts  across  
d i f f e r e n t  s tu d ie s .
O rg a n iza t io n a l Slack
O rg a n iza t io n a l s lack  is  the  cushion o f  ac tu a l or 
p o te n t ia l  resources th a t  a llo w  a f i rm  to  adapt to  in te rn a l  
needs fo r  adjustment or to  i n i t i a t e  changes in  s tra te g y  in  
response to  e x te rn a l environmental changes. Slack is  an 
im portant concept f o r  e x p la in in g  s t r a te g ic  change, since  
le v e ls  o f s lack  r e f l e c t  top managers’ s t r a te g ic  choices  
(Bourgeois, 1981; Hambrick & D’ Aveni, 1988; Singh, 1986).
O rg an iza t io n a l s lack  was o p e ra t io n a liz e d  in t h is  study  
as absorbed or unabsorbed s la c k . This d is t in c t io n ,  f i r s t  
noted by Singh (1 9 8 6 ) ,  co nceptualizes  absorbed slack as th a t  
which has been absorbed as costs in a f i r m ,  w h ile  unabsorbed 
s lack  is  th a t  which has not been absorbed in to  a f i rm .  
Hypotheses r e la t in g  to  o rg a n iz a t io n a l s lack  were proposed in  
t h is  in v e s t ig a t io n  because o f  the im p l ic i t  lin kage  between 
d iv e s t i t u r e  and c re a t io n  o f  o rg a n iz a t io n a l s la c k , and to
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determine I f  th e re  is  any re la t io n s h ip  between s la c k  le v e ls  
and f i rm  d i v e s t i t u r e .
Hypotheses 4A, 4B, 4C, and 4D te s te d  severa l  
re la t io n s h ip s  between o rg a n iz a t io n a l s lack  and d iv e s t i t u r e .  
Hypotheses 4A and 4B d e a l t  w ith  the le v e ls  o f  absorbed slack  
and unabsorbed s lack  p r io r  to  d iv e s t i t u r e .  I t  was 
hypothesized th a t  d iv e s t in g  f irm s  would have h igher le v e ls  
o f absorbed s lack p r io r  to  1982. Th is hypothesis was not 
supported, and although the  d i f fe re n c e  was not s ig n i f ic a n t ,  
i t  was in the  opposite  d i re c t io n  to  th a t  hypothesized.
Hypothesis 4B d e a l t  w ith  the  le v e ls  o f  unabsorbed slack  
in  f irm s  p r io r  to  1982. I t  was hypothesized th a t  lower 
le v e ls  o f  unabsorbed s lack  would be associated w ith  firm s  
th a t  d ivested  in 1982 when compared to  f irm s  th a t  do not.  
However, n e ith e r  the  s h o rt-te rm  measure o f  f i rm  unabsorbed 
slack nor the long-term  measure o f unabsorbed organzationa l  
slack was s ig n i f ic a n t ly  d i f f e r e n t  between d iv e s t in g  and non­
d iv e s t in g  f irm s .
Hypotheses 4C and 4D re la te d  to  le v e ls  o f absorbed 
slack and unabsorbed s lack occurring  in  f irm s  a f t e r  a fo ca l  
d iv e s t i tu r e  year. N e ith e r  o f  these hypotheses were 
supported, although Hypothesis 4C, r e la t in g  to  h igher le v e ls  
o f absorbed s lack  in p o s t -d iv e s t i tu r e  d iv e s t in g  f irm s , was 
in the hypothesized d i r e c t io n .
As Montgomery e t  a l . (1984) p o in t out, most d ives­
t i t u r e s  invo lve  less than 10 percent o f  a f i r m ’ s t o t a l
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assets . Thus, the t o t a l  amount o f  s lack  resources a v a i la b le  
as the  r e s u l t  o f  a d iv e s t i t u r e  may not be g re a t  enough to  
cause s ig n i f ic a n t  changes in  s lack  measures. One to p ic  th a t  
should be in v e s t ig a te d  is  the  r e la t io n s h ip  o f  s iz e  o f  
d iv e s t i t u r e  to  s lack  resources. Th is w i l l  be d i f f i c u l t ,  as 
r e l i a b le  data  to  va lue  the  s iz e  o f  d iv e s t i tu r e s  is  not 
w idely  a v a i la b le .
P re d ic t io n  o f  D iv e s t i tu r e
One o f  the  major research questions o f  th is  
d is s e r ta t io n  was to  determine i f  d i f fe re n c e s  in  the  
hypothesized v a r ia b le s  could be used to  p re d ic t  those f irm s  
th a t  were l i k e l y  to  d iv e s t .  The a b i l i t y  to  do so hinged on 
the amount o f  in f lu e n c e  the  in d iv id u a l  fa c to rs  in v e s tig a te d  
had on d iv e s t i t u r e .  I f  a l l  the hypothesized fa c to rs  had 
been s tro n g ly  associated  w ith  d iv e s t i t u r e ,  then i t  l i k e l y  , 
would have been p o ss ib le  to  p re d ic t  d i v e s t i t u r e .  However, 
as prev iou s ly  s ta te d ,  th e re  are  only weak, n o n -s ig n if ic a n t  
re la t io n s h ip s  between a few o f  the p r e - d iv e s t i t u r e  v a r ia b le s  
and d i v e s t i t u r e .
As expected, t h is  led to  very low d is c r im in a t in g  power 
from the f i t t e d  d is c r im in a n t fu n c t io n . A model inc lud ing  
a l l  o f  the  hypothesized v a r ia b le s  (w ith  the  exception o f  top  
management change, removed in an e f f o r t  to  o b ta in  a more 
parsimonious model) was not s ig n i f ic a n t ,  and had a very  
small e igenvalue ( .1 3 2 9 3 )  and canonical R ( .3 4 2 5 4 ) .  Many 
d i f f e r e n t  models were t r i e d ,  but the  model w ith  the h ighest
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p r e d ic t iv e  a b i l i t y  th a t  a ls o  had a s ig n i f ic a n t  fu n c t io n  had 
only two v a r ia b le s ,  p r e d iv e s t i tu r e  re tu rn  on investment and 
p r e d iv e s t i tu r e  change in  re tu rn  on e q u ity .  This is  
in te r e s t in g  in  th a t  p r e d iv e s t i tu r e  re tu rn  on investment and 
re tu rn  on e q u ity  d id  not appear to  be s ig n i f ic a n t  in  the  
u n iv a r ia te  te s ts  performed as a fo l lo w -u p  to  th e  non­
s ig n i f ic a n t  MANOVA.
However, the f i t t e d  model only had a 54* p r e d ic t iv e  
a b i l i t y  on the  holdout sample, based on p r io r  p r o b a b i l i t ie s  
o f group membership. This is  approxim ately equal to  the  
ac tua l group membership in  the holdout sample, thus, the  
p r a c t ic a l  s ig n if ic a n c e  o f  t h is  d is c r im in a n t model is  q u ite  
s m a ll .  This f in d in g  is  in te r e s t in g  fo r  severa l reasons. 
F i r s t ,  th e re  is  the  main f in d in g  t h a t  th e  hypothesized model 
does.not appear to  d is c r im in a te  very s tro n g ly  between firm s  
th a t  d ives ted  in 1982 and those th a t  did  n o t. Second, past 
d iv e s t i tu r e  s tu d ies  have reported  c o rre c t  c la s s i f ic a t io n  
ra te s  as high as 88* when using s im i la r  v a r ia b le s  (T a y lo r  e t  
a l . ,  1988). However, these s tu d ies  did not re p o rt  using a 
holdout sample to  determine the  u t i l i t y  o f  t h e i r  
d is c r im in a n t models when ap p lie d  to  a sample th a t  was not 
used to  c a lc u la te  the d is c r im in a n t fu n c t io n s . This can 
s e r io u s ly  i n f l a t e  the b e lieved  d is c r im in a t in g  a b i l i t y  o f a 
model (H a ir  e t  a l . ,  1987).
In  the process o f t h is  in v e s t ig a t io n ,  several models 
were t r i e d  th a t  e s s e n t ia l ly  re p l ic a te d  the methodology used
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by T a y lo r  (1987) in  her i n i t i a l  work. One model th e  author  
t r i e d  c o r r e c t ly  c la s s i f ie d  96% o f the f irm s  used to  develop  
the model. However, the  percentage o f c o r re c t ly  c la s s i f ie d  
f irm s  in  the  holdout sample was only 48%, or less than the  
percentage o f  f irm s  t h a t  would have been c o r r e c t ly  
c la s s i f ie d  by f l i p p in g  a c o in , s ince th e re  were equal 
numbers o f  d iv e s t in g  and no n -d ive s tin g  f irm s  in  th e  sample. 
This i l l u s t r a t e s  the  magnitude o f  c o rre c t  c la s s i f ic a t io n  
i n f l a t i o n  th a t  is  poss ib le  when c a lc u la te d  d is c r im in a n t  
models are  not te s te d  on d i f f e r e n t  samples.
F i n a l ly ,  t h is  f in d in g  i l l u s t r a t e s  the  e s s e n t ia l  po in t  
o f th is  in v e s t ig a t io n .  In  t h is  d is s e r ta t io n ,  p r io r  s tud ies  
were used to  develop a model o f the  s trongest hypothesized  
in flu en ces  on d iv e s t i t u r e ,  and t h is  model was te s te d  using 
various a n a ly t ic a l  techniques. However, the  o v e ra l l  
f in d in g s  can be c h a ra c te r ize d  as g e n e ra l ly  not supporting  
the proposed model. Thus, one possib le  v iew po in t is  to  
conclude e i t h e r  f i rm  le v e l in fluences  are not the primary  
d iv e s t i tu r e  in f lu e n c e s , or the measures we used are  
in c o r re c t  fo r  our purposes or are not s e n s i t iv e  enough to  
measure the events in f lu e n c in g  f i rm  d iv e s t i tu r e .
Cone!usions
There is  another v iew po in t th a t  should be examined w ith  
regard to  th is  d is s e r ta t io n .  I t  requ ires  us to  look a t  the  
d if fe re n c e s  we a c tu a l ly  f in d  and compare them to  the re s u lts  
we expect to  f in d ,  not ju s t  to  see i f  they are s t a t i s t i c a l l y
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s ig n i f i c a n t .  Thus, i t  is  p o ss ib le  to  assign a high degree 
o f  importance to  a f in d in g  because o f  what th e  f in d in g  says 
about the problems we are  in te re s te d  in ,  r a th e r  than Just  
v a lu in g  the f in d in g  on the  amount o f  exp la ined  v a r ia n c e . As 
O’ Grady (1982) p o in ts  o u t, much s o c ia l  research, because o f  
methodological problems a lo ne , w i l l  probably produce small 
measures o f  exp la ined  v a r ia n c e . Th is  was a somewhat 
g re a te r  problem f o r  t h is  study than a ty p ic a l  c o r r e la t io n a l  
study, because one o f the major research questions concerned 
our a b i l i t y  to  p r e d ic t ,  ra th e r  than ju s t  understand, f i r m  
le v e l  d iv e s t i tu r e  in f lu e n c e s . P re d ic t iv e  a b i l i t y  im p lies  
t h a t  th e re  is  a high percentage o f  va riance  exp la ined  by a 
model.
Another fa c to r  t h a t  may have in fluenced  the re s u lts  
obtained is  the tendency o f  managers to  in f lu e n c e  the  
measures o f  op era tin g  performance. As has been noted, 
accounting-based measures are f re q u e n t ly  c r i t i c i z e d  because 
o f t h e i r  a b i l i t y  to  be manipulated through d i f f e r e n t i a l  
in te r p r e ta t io n  o f accounting re g u la t io n s . Arguably, i t  is  
possib le  th a t  managers consciously t r y  to  prevent t h e i r  
accounting numbers from looking " d i f fe r e n t"  from s im i la r  
f  i rms.
This behavior has been observed in  a sample o f  f a i l i n g  
f irm s  stud ied  by Hambrick and D’ Aveni (1 9 8 8 ) ,  in  which they  
noted t h a t  th e re  were no d isce rn ab le  d i f fe re n c e s  in  many 
f a i l i n g  f i rm s ' performance and s lack  measures u n t i l  a period
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o f two years p r io r  to  u l t im a te  f i r m  f a i l u r e .  Thus, 
managers, because they recognize the importance o f  r e la t i v e  
performance measures to  s ig n i f ic a n t  s takeho lder groups, 
l i k e l y  in f lu e n c e  th e  reported  le v e ls  o f  many op e ra tio n a l  
accounting-based measures (Hambrick & D’ Aveni, 1988).
The e f f e c t  o f  th is  behavior would be to  mask otherw ise  
s ig n i f ic a n t  d i f fe re n c e s  between d iv e s t in g  and n o n -d ive s tin g  
f i rm s .  I t  seems p la u s ib le  th a t  any d i f fe re n c e s  found may be 
more s ig n i f ic a n t  than would otherw ise be assumed, s ince  
th e re  may be a strong b ias ing  e f f e c t  toward a f in d in g  o f  no 
s ig n i f ic a n t  d i f fe re n c e  between accounting-based measures in  
a sample o f  d iv e s t in g  and n o n -d ive stin g  f irm s .
Another fa c to r  th a t  l i k e l y  in fluenced  the reported  
re s u lts  is  th a t  the  o v e ra l l  research design u t i l i z e d  was 
q u a s i-e x p e r im e n ta l, ra th e r  than a t ru e  experim ent. The 
f irm s  studied  were assigned to  ca teg o r ies  o f d iv e s t in g  or 
n o n-d ivestin g  based on one c h a r a c t e r is t ic ,  t h e i r  behavior in  
1982. I t  is  arguable th a t  by concentra ting  on t h is  
c h a r a c t e r is t ic ,  severa l subpopulations could have been 
sampled. There is  no r e l i a b le  way to  a s c e r ta in  t h is ,  ye t i t  
is  po ss ib le  fo r  some subsample o f  f irm s  to  e x is t  in  the  
research sample f o r  which the hypothesized model would f i t  
w e l l ,  but th is  e f f e c t  is  overshadowed by the heterog ene ity  
introduced in the matching process. This he terogene ity  
introduced more random variance in to  the o v e ra l l  research
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r e s u l ts ,  and thus reduced the exp la ined  variance  th a t  may 
e x is t  in a more w e l l -d e f in e d  research sample.
F in a l ly ,  i t  is  poss ib le  th a t  although th e re  are  
d if fe re n c e s  between d iv e s t in g  and no n -d ive s tin g  f irm s  w ith  
regard to  the v a r ia b le s  in t h is  in v e s t ig a t io n ,  we should 
only expect a small amount o f  exp la ined  variance  since th a t  
is  a l l  the hypothesized v a r ia b le s  c o n tr ib u te  to  d iv e s t i tu r e  
behavior in  f irm s .
This d is s e r ta t io n ,  l i k e  most s tra te g y  in v e s t ig a t io n s ,  
has concentrated p r im a r i ly  on f in a n c ia l-b a s e d  measures. 
However, a recent study by Hansen and W e rn e r fe lt  (1 9 8 9 ) ,  
although co ncentra ting  on determ inants o f  f i r m  performance, 
pointed out th a t  only about 14% o f the variance  in  
performance was exp la ined  by economic fa c to rs .  A model th a t  
incorporated fa c to rs  such as managerial dec is io ns ,  
communication f lo w , goal emphasis, jo b  design, and 
o rg a n iza t io n  o f  work as w ell as economic fa c to rs  expla ined  
about 45% o f  the variance  associated w ith  performance. This  
is  c lose to  the  50% o f exp la ined  variance  th a t  Kenny (1979)  
says is  a l l  we should expect in any so c ia l science research, 
since the remaining unexplained variance  may be due to  the  
human a b i l i t y  to  f r e e ly  make i l l o g i c a l  or otherw ise  
unexpla inab le  choices.
Thus, t h is  in v e s t ig a t io n  ra ise s  im portant questions  
about the  assumptions and f in d in g s  o f  previous d iv e s t i tu r e  
research. Instead  of f i r m  u n i t  d iv e s t i tu r e  p r im a r i ly  being
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in fluenced  by f in a n c ia l  f a c to r s ,  i t  seems th e re  may be 
s ig n i f ic a n t  fa c to rs  th a t  in f lu e n c e  d iv e s t i t u r e  t h a t  were not 
included in  the model as proposed in  th is  research.
Since the  model te s te d  was developed from past  
d iv e s t i t u r e  research, i t  may be time to  take  a f re s h  look a t  
d iv e s t i t u r e .  We should acknowledge th a t  th e re  are perhaps 
s u b s ta n t ia l  in flu en ces  on f i r m  d iv e s t i t u r e  behavior th a t  are  
not p r im a r i ly  f in a n c ia l  in n a tu re , but instead have to  do 
w ith  human fa c to rs  such as decis ion-m aking c l im a te ,  goal 
emphasis, o rg a n iz a t io n a l  m ission, human resources management 
p ra c t ic e s ,  le a d e rs h ip , group processes, and job  c o n d it io n s .  
I f  we acknowledge th a t  managers’ perceptions u l t im a te ly  
in f lu e n c e  d iv e s t i t u r e  dec is io ns , then th is  seems to  be a 
lo g ic a l  next s tep .
A view such as t h is  is  a move away from the more 
t r a d i t io n a l  f in a n c ia l  o r ie n ta t io n  o f  s t ra te g y  research, but 
may be necessary i f  we are  to  o b ta in  a t r u l y  useful model o f  
fa c to rs  in f lu e n c in g  f i r m  u n i t  d iv e s t i t u r e .
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Appendix A
W hole-Unit D ive s tin g  and A cquiring Firms f o r  the Year 1982 
Source: Mergers and A c q u is i t io n s . 1982
D ivestin g  Firm Acquiring  Firm
A AND P TEA COMPANY 
ACTON FOODSERVICES CORPORATION 
ALASKA INTERNATIONAL INDUSTRIES 
ALBANY INTERNATIONAL CORPORATION 
ALLEGHENY INTERNATIONAL INC. 
ALLIED CORPORATION 
ALLIED CORPORATION 
AM INTERNATIONAL INCORPORATED 
AMERICAN CAN COMPANY
AMERICAN GREETINGS CORPORATION
AMERICAN HOSPITAL SUPPLY
AMERICAN STERILIZER COMPANY
AMF INCORPORATED
AMF INCORPORATED
ARTHUR D. LITTLE INCORPORATED
AUTOTROL CORPORATION
AVX CORPORATION
BABCOCK INTERNATIONAL LTD.
SCOT LAD FOODS
S.E . RYKOFF AND COMPANY
ENSERCH CORPORATION
STANDARD HAVENS
COASTAL DYNAMICS
CONVERSE INCORPORATED
DAYTON MALLEABLE
APPLIED TECHNOLOGY
JAMES RIVER CORPORATION OF 
VIR.
STANDARD BRANDS PAINT 
SYBRON CORPORATION 
CHANNEL INDUSTRIES LTD. 
ROADMASTER CORPORATION 
WESTERN INTERNATIONAL 
ASSOCIATED TECHNOLOGIES 
REXNORD INCORPORATED 
JOHNSON MATTHEY 
PAGE-WILSON CORPORATION
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W hole-Unit D iv e s tin g  and A cquir ing  Firms f o r  the  Year 1982
D iv e s tin g  Firm A cquir ing  Firm
BANKERS TRUST NEW YORK CORP. 
BASTIAN INDUSTRIES INCORPORATED 
BAXTER TRAVENOL LABORATORIES 
BEATRICE FOODS
BECTON DICKINSON AND COMPANY 
BELL AND HOWELL COMPANY 
BENDIX CORPORATION 
BENEFICIAL CORPORATION 
BOEHRINGER MANNHEIM GMBH 
BOSTON BROADCASTERS INCORPORATED 
BRISTOL CORPORATION 
BUCKHORN INCORPORATED 
BURGESS INDUSTRIES INCORPORATED 
BURLINGTON NORTHERN INDUSTRIES 
CABLE SPINNING EQUIPMENT COMPANY 
CAPITOL SERVICES INCORPORATED 
CHARTER COMPANY 
CHARTER COMPANY 
CHICAGO MILWAUKEE CORPORATION 
CHEVRON
BARCLAYS BANK PLC 
BASTIAN INTERNATIONAL 
COOPER LABORATORIES 
ALL-AMERICAN BOTTLING 
ELECTRO-NUCLEONICS 
AUDIO IN MOTION 
LITTON INDUSTRIES 
U.S. BANCORP 
ANDERSON GROUP 
METROMEDIA INCORPORATED 
ATLAS PLASTICS CORPORATION 
BELOIT CORPORATION 
KING BEARING INCORPORATED 
PITTSTON COMPANY 
CENTEL CORPORATION 
ELSEVIER-NDU NV 
HEARST CORPORATION 
MEDIA INCORPORATED 
SOUTH DAKOTA RAILWAY 
MISSING DATA
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W hole-Unit D iv e s tin g  and Acquiring  Firms f o r  the Year 1982
D iv e s tin g  Firm
CHLORIDE INCORPORATED 
CHROHALLOY AMERICAN CORPORATION 
CHROMALLOY AMERICAN CORPORATION 
CITIES SERVICE COMPANY 
COLLINS AND AIKMAN CORPORATION 
CONGOLEUM CORPORATION 
CROMPTON AND KNOWLES CORP. 
CURTIS PUBLISHING
DAHLBERG ELECTRONICS
DANA CORPORATION
DART AND KRAFT INCORPORATED
DATAMETRICS INCORPORATED
DIAMOND INTERNATIONAL
DIAMOND SHAMROCK
DOUBLEDAY BROADCASTING COMPANY
DOW CHEMICAL 
COMPANY
DYATRON CORPORATION
A cquiring Firm
TYCO LABORATORIES
CAPPY AND HEWITT
DAYTON MALLEABLE
TENNESSEE CHEMICAL COMPANY
ITHACA INDUSTRIES
ALGHANIM INDUSTRIES
PLASTIC MANAGEMENT
BENJAMIN FRANKLIN LITERARY 
AND MEDICAL
J.H . FENNER (HOLDING) PLC 
MICHIGAN WHEEL CORPORATION 
WHEELING STAMPING COMPANY 
CAMPTOWN INDUSTRIES 
WESRAY CORPORATION 
B.F. GOODRICH CORPORATION 
METROMEDIA INCORPORATED 
AMERICAN HOSPITAL SUPPLY
MCCORMACK AND DODGE
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D ivestin g  Firm A cquiring  Firm
ELPOWER CORPORATION
ESSELTAD
ESSELTAD
EVANS BROADCASTING CORPORATION
EXXON COMPANY
EXXON COMPANY
E.W. SCRIPPS COMPANY
FAIR LANES INCORPORATED
FAIRCHILD INDUSTRIES
FIRESTONE TIRE & RUBBER CO.
FIRST PENNSYLVANIA CORPORATION
FORD MOTOR COMPANY 
FOREMOST-MCKESSON INCORPORATED 
FORUM COMMUNICATIONS INCORPORATED 
FRIENDLY FROST INCORPORATED 
GAF CORPORATION 
GEMA AG
GENERAL CINEMA CORPORATION 
GENCORP
GENERAL DYNAMICS CORPORATION
ALTUS CORPORATION
AMERICAN GREETINGS COMPANY
CHRISTIAN PUBLISHING
COX BROADCASTING
ATLANTIC RICHFIELD COMPANY
TRANSWAY INTERNATIONAL
MEDIA NEWS CORPORATION
GREENALL WHITLEY AND CO.
MISSING DATA
ROCKOR INCORPORATED
NATIONAL WESTMINISTER BANK 
LTD.
AERONCA INCORPORATED 
ACQUIHOLD CORPORATION 
CBS INCORPORATED 
DOUBLEDAY AND COMPANY 
AARQUE COS.
RANSBURG CORPORATION 
FIRST MEDIA CORPORATION 
MISSING DATA 
UNITED TECHNOLOGIES
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D ivestin g  Firm Acquiring  Firm
GENERAL ELECTRIC COMPANY 
GENERAL TIRE AND RUBBER CO. 
GENRAD INCORPORATED 
GODFATHER INVESTMENTS 
GOULD INCORPORATED
TRANE COMPANY 
NEW ENGLAND TELEVISION 
KONTRON ELEKTRONIK GMBH 
PIZZA VENTURES 
MISSING DATA
GULF + WESTERN INDUSTRIES 
GULF + WESTERN INDUSTRIES 
GULTON INDUSTRIES INCORPORATED 
G.D. SEARLE AND COMPANY 
HARTFIELD-ZODYS INCORPORATED 
HARVEY GROUP 
HEALTH-CHEM CORPORATION 
HEXCEL CORPORATION 
HOLIDAY CORP
INTERNATIONAL HARVESTER COMPANY
AMEDCO INCORPORATED 
CHAMP CORPORATION 
EDO CORPORATION 
BRUNSWICK CORPORATION 
PETRIE STORES CORPORATION 
PIONEER STANDARD 
MICRO BIO-MEDICS 
HAZLETON LABORATORIES 
CROWLEY MARITIME 
DRESSER INDUSTRIES 
PAYHAULER CORPORATIONINTERNATIONAL HARVESTER COMPANY 
INTERNATIONAL MINERALS & CHEM CO. ALBERTA NATURAL GAS 
ISALY COMPANY INCORPORATED CUSTOM MANAGEMENT
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W hole-Unit D ivestin g  and A cquiring Firms fo r  th e  Year 1982
D ive s tin g  Firm A cquiring  Firm
ITT CORPORATION 
JAMESBURY CORPORATION 
KOPPERS COMPANY INCORPORATED 
LEHIGH VALLEY INDUSTRIES INC. 
LOGICON INCORPORATED 
LYNCH CORPORATION 
MALRITE COMMUNICATIONS 
MANOR CARE INCORPORATED 
MARLEY-WYLAIN CO. INCORPORATED 
MARSH AND MCLENNON INCORPORATED 
MCDERMOTT INCORPORATED 
MCGRAW-EDISON COMPANY 
MCGRAW-EDISON COMPANY 
MCGRAW-HILL INCORPORATED 
MEDALIST INDUSTRIES INCORPORATED 
MEDIA GENERAL INCORPORATED 
MEMOREX CORPORATION 
METRO DATA COMPANY INCORPORATED
CONSOLIDATED FOODS 
PSS CORPORATION 
PHILIPS INDUSTRIES 
LAWRENCE GORDON 
HARRIS CORPORATION 
AMETEK INCORPORATED 
METROMEDIA INCORPORATED 
SCIENTIFIC PRODUCTS 
U.S.  INDUSTRIES 
LLOYDS AND SCOTTISH LTD. 
ACME PRECISION PRODUCTS 
ARIENS COMPANY 
ARVIN INDUSTRIES 
HANLEY-WOOD INCORPORATED 
WELLINGTON COMPUTER 
JOHN BLAIR AND COMPANY 
TANDY CORPORATION 
MONCHIK-WEBER CORPORATION
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W hole-Unit D ive s tin g  and A cquir ing  Firms f o r  the Year 1982
D ivestin g  Firm
METROMEDIA INCORPORATED 
METROMEDIA INCORPORATED 
MIDLAND ROSS CORPORATION 
MILLIPORE CORPORATION 
MISSOURI RESEARCH LAB. INC. 
MORTON-NORWICH PRODUCTS INC. 
NABISCO BRANDS INCORPORATED 
NORTON COMPANY 
OLSONITE CORPORATION 
OPTI-SYSTEMS INCORPORATED 
OUTLET COMPANY 
PARKER-HANNIFIN CORPORATION 
PENN CENTRAL CORPORATION 
PEOPLES JEWELLERS LTD
PERKIN-ELMER CORPORATION 
PHILLIP MORRIS INCORPORATED 
PINSO SPORTS LTD.
POTLATCH CORPORATION
A cquiring  Firm
HEARST CORPORATION
MALRITE COMMUNICATIONS
ECHLIN INCORPORATED
FLOW GENERAL INCORPORATED
HOOVER UNIVERSAL
PROCTOR AND GAMBLE COMPANY
GENERAL COFFEE CORPORATION
ALLIED RESINOUS PRODUCTS
SHELLER-GLOBE CORPORATION
LAGUNA LABORATORIES
KATZ COMMUNICATIONS
INCHCAPE PLC
BALLY MANUFACTURING
BARRY'S JEWELERS 
INCORPORATED
CIPHER DATA PRODUCTS
MORTON-NORWICH PRODUCTS
BIC CORPORATION
WILKATA PACKAGING
158
Appendix A (Continued)
W hole-U nit D ive s tin g  and A cquir ing  Firms f o r  the  Year 1982
D iv e s t in g  Firm Acquiring  Firm
PUROLATOR INCORPORATED 
RALSTON PURINA CORPORATION
RCA CORPORATION
RELIANCE STANDARD LIFE INS. CO.
R.J.  REYNOLDS INDUSTRIES INC.
SABINE INDUSTRIES
SAN JUAN RACING INC.
SAXON INDUSTRIES INCORPORATED
SAXON INDUSTRIES INCORPORATED
SAXON INDUSTRIES INCORPORATED
MICROSEMICONDUCTOR CORPORATION
SINGER COMPANY
SINGER COMPANY
SQUIBB CORPORATION
STANDARD OIL OF CALIFORNIA 
CO. LTD.
STANDARD OIL OF OHIO
STOKELY-VAN CAMP INCORPORATED
STORER BROADCASTING
GELMAN SCIENCES
HAZLETON LABORATORIES 
CORPORATION
CHANNEL 20 LIMITED
DRESSER INDUSTRIES
CONAGRA INCORPORATED
ACMAT CORPORATION
TK COMMUNICATIONS
COPYSTATICS INCORPORATED
MILLEN INDUSTRIES
NMD INCORPORATED
SIEMENS AG
MISSING DATA
SNYDER GENERAL CORPORATION
MISSING DATA
NIAGRA STRUCTURAL STEEL
SOCIETE NATIONALE ELF 
UNITED FOODS INCORPORATED 
VIACOM INTERNATIONAL
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W hole-Unit D iv e s tin g  and A cquir ing  Firms f o r  the Year 1982
D iv e s tin g  Firm  A cq u iring  Firm
SYBRON CORPORATION
TAFT BROADCASTING COMPANY
TAFT BROADCASTING COMPANY
THOMPSON HAYWARD CO. INC.
THYSSEN BORNEMISZA
TYMSHARE INCORPORATED
TYMSHARE INCORPORATED
UNITED TECHNOLOGIES CORPORATION
VARIETY SEAFOODS
AMERICAN GREETINGS 
CORPORATION
CHRISTIAN PUBLISHING COMPANY 
WARNER-LAMBERT COMPANY 
WASHINGTON POST COMPANY 
WESTINGHOUSE BROADCASTING & CAB. 
WESTINGHOUSE ELECTRIC CORPORATION 
WHET INCORPORATED 
WICKES COMPANIES 
WICKES COMPANIES INCORPORATED 
WIN SCHULER FOODS INCORPORATED
STANDARD OIL OF OHIO 
CALVARY INCORPORATED 
CALVARY INCORPORATED 
UNIROYAL INCORPORATED 
GLAS-KRAFT INCORPORATED 
AMERICAN EXPRESS COMPANY 
MCDONNELL DOUGLAS 
PLESSEY COMPANY LTD. 
ALLIANCE FOOD SYSTEMS 
VNU BV
VNU BV
GENERAL FOODS CORPORATION 
ACTIVE MARKETS 
PRICE COMMUNICATIONS 
MCQUAY-PERFEX INCORPORATED 
ACTON CORPORATION 
PILLBURY COMPANY 
HOUSE OF FABRICS 
CAMPBELL SOUP COMPANY
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W hole-U nit D ive s tin g  and A cqu iring  Firms fo r  th e  Year 1982
D iv e s tin g  Firm  A cqu iring  Firm
WITCO CHEMICAL CORPORATION PRECISION RUBBER PRODUCTS
CORPORATION
XEROX CORPORATION MANAGEMENT SCIENCE AMERICA
INCORPORATED
ZIFF-DAVIS BROADCASTING COMPANY SARKES TARZIAN
Appendix B
D ive s tin g  and N on-D ivesting  Firms Matched by 
Prim ary SIC and Revenue S ize  in  1982.
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Appendix B
D iv e s tin g  and N on-d ivesting  Firms Matched bv PSIC and
Revenue S ize  in  1982.
Firm Name Prim ary
SIC
D iv e s t
(D)
Prim ary
In d u s try
CHEVRON 1311 D Crude Petroleum
TEXACO, INC. 1311
EXXON CORP. 1311 D Crude Petroleum
MOBIL CORP. 1311
KRAFT 2022 D D airy  Products
BORDEN 2022
RALSTON PURINA 2050 D Bakery Products
FLOWERS INDUSTRIES 2050
POTLATCH CORP. 2621 D Paper and A ll ie d
BOWATER CORP. 2621 Products
WASHINGTON POST 2711 D Newspaper P ubli shi ng
NEW YORK POST 2711 And P r in t in g
MEDIA GENERAL 2711 D Newspaper P ub lish ing
TIMES MIRROR 2711 And P r in t in g
MCGRAW-HILL, INC. 2731 D Book P ub lish ing  and
HARCOURT BRACE 2731 P rin tin g
AMERICAN GREETINGS 2771 D G reeting  Card
GIBSON GREETINGS 2771 P ub lish ing
DOW CHEMICAL 2819 D Chemicals and
MONSANTO CO. 2819 A ll ie d  Products
N ote. Standard In d u s try  C la s s if ic a t io n  (S IC ) reported  was 
c o rre c t in  1982. Some firm s  have subsequently changed 
prim ary re p o rtin g  codes. In d u s try  designation  was 
determ ined from c u rre n t SIC d e s c rip tio n s .
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Appendix B (Continued)
D iv e s tin g  and N on-d ivesting  Firms Matched bv PSIC and
Revenue S ize  in  1982.
Firm  Name Prim ary
SIC
D iv e s t
(D)
Prim ary
In d u s try
SQUIBB CORP. 2834 D Pharm aceutical
STERLING CORP. 2834 P reparation s
WARNER LAMBERT 2834 D Pharm aceutical
LILLY (E L I) 2834 P repara tion s
CROMPTON-KNOWLES 2865 D In d u s tr ia l  Organic
FIRST MISSISSIPPI 2865 Chemicals
GAF CORP. 2952 D Paving and Roofing
BIRD INC. 2952 M a te r ia ls
WITCO CORP. 2992 D M iseellaneous
QUAKER CHEMICAL 2992 Chemical Products
FIRESTONE 3011 D Rubber and P la s t ic
GOODRICH 3011 Products
GENCORP 3079 D M iseellaneous
RAYCHEM CORP. 3079 P la s t ic  Products
BUCKHORN INT. 3079 D M iseellaneous
SIERRACIN CORP. 3079 P la s t ic  Products
KOPPERS CO. 3272 D Concrete, Gypsum
AMERON INC. 3272 and P la s te r
WESTINGHOUSE ELEC. 3443 D Fabrica ted  Metal
CBI INDUSTRIES 3443 Products
HEXCEL CORP. 3469 D M etal Forgings
ZERO CORP. 3469 and Stampings
MCDERMOTT INTERNAT 3511 D Gas Turbines and
SEQUA CORP 3511 Equipment
LYNCH CORP.
HELIX TECHNOLOGY
3559
3559
D In d u s tr ia l Machinery
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Appendix B (Continued)
D iv e s tin g  and N on -d ivesting  Firms Matched bv PSIC and
Revenue S ize  in  1982.
Firm  Name Prim ary
SIC
D ives t
(D)
Prim ary
In d u s try
PARKER HANNIFIN 3561
TRINOVA CORP. 3561
ALLEGHENY INTERNAT. 3634 
NORTEK INC, 3634
SINGER CO. 3662
HARRIS CORP. 3662
NAVISTAR IN T. 3711
MACK TRUCKS 3711
D In d u s tr ia l  Machinery
and F it t in g s
D Household Appliances
D Radio, Communication
Equipment, Apparatus
D Motor V eh ic les  and
Car Bodies
CHRYSLER 3711 D
FORD MOTOR 3711
DANA CORP. 3714 D
BORG WARNER CORP. 3714
FAIRCHILD IND. 3721 D
NORTHROP CORP. 3721
GENERAL DYNAMICS 3721 D
ROCKWELL INT. 3721
UNITED TECHNOLOGIES 3724 D
TELEDYNE 3724
GOULD INC. 3573 D
CONTROL DATA 3573
ALLIED-SIGNAL 3761 D
LOCKHEED 3761
MILLIPORE CORP. 3811 D
SUNSTRAND CORP. 3811
PERKIN-ELMER 3811 D
CUBIC CORP. 3811
Motor V eh ic les  and 
Car Bodies
Motor V e h ic le  P arts  
and Accessories
Ai r c r a f t
Ai r c r a f t
A ir c r a f t  and P arts
O ff ic e , Computing, 
Accounting Machines
Guided M is s ile s  and 
Space V eh ic les
E ngineering , Lab, 
Research Equipment
E ngineering , Lab, 
Research Equipment
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Appendix B (Continued)
D ive stin g  and N o n -d iv es t in g  Firms Hatched bv PSIC and
Revenue S ize  in  1982.
Firm Name Prim ary
SIC
D ive s t
(D)
Prim ary
In d u s try
GENRAD INC. 3825 D E le c t r ic a l  Measuring
DYNATECH CORP. 3825 Test Instrum ents
BECTON DICKINSON 3841 D S u rg ic a l and Medical
BARD, (C. R .) 3841 Apparatus
XEROX CORP. 3861 D Photographic and
EASTMAN KODAK 3861 Xerographic
AM INTERNATIONAL 3861 D Photographic and
NASHUA CORP. 3861 Xerographic
MCKESSON CORP. 5122 D Drugs & P ro p r ie ta ry
AMFAC INC. 5122 W holesale
CHARTER CO. 5171 D Petroleum  Products
NATIONAL INTERGROUP 5171 W holesale
WICKES COMPANIES 5211 D Lumber and B u ild in g
LOWE’ S COMPANIES 5211 M a te r ia l
A & P 5411 D Grocery Stores
WINN-DIXIE 5411
AMERICAN CAN 6311 D F in a n c ia l , L ife
(P r im a rie s ) Insurance
CAPITAL HOLDING 6311
ITT CORP. 6331 D L ife  Insurance
TRAVELERS CORP. 6331
HOLIDAY CORP. 7011 D H o te ls  and M otels
HILTON HOTELS 7011
LOGICON INC. 7372 D Computer Softw are
CULLINETSOFTWARE 7372 S erv ice
GULF + WESTERN 7810 D Motion P ic tu re
WARNER COMM. 7810 Production
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Appendix B (Continued)
D ive s tin g  and N o n -d iv es tin g  Firms Hatched bv PSIC and 
Revenue S ize  in  1982.
Firm  Name Prim ary D iv e s t Prim ary
SIC (D) In d u s try
GENERAL CINEMA 7832 D Motion P ic tu re
UNITED ARTISTS 7832 Theaters
SAN JUAN RACING 7999 D Amusements and
BOWL AMERICA 7999 R ecreation
Appendix C
Graphs o f  Y early  Mean V a r ia b le  Leve ls , 1977 -  1987
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Figure 3 . Y ear ly  Mean Percent Return on In vestm ent.
D ivestin g  versus N on-d ivesting  Firms. 1977-1987.
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i r
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YEAR
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F igure  4 . Y ear ly  Mean Percen t Return on E a u itv . D ivestin g
versus N on-d ivesting  Firms. 1977-19S7.
170
-10
1977 1979 1981 1983 1987
1978 1980 1986
NODIV DIVEST
Figure  5. Y e a r ly  Mean Percent "Abnormal" re tu rn s . D ivestin g
versus N on-d ivesting  Firms. 1977-1987.
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Figure 6. Y early  Mean Level o f  Unabsorbed Slack Measured as
WCS. D iv e s tin g  versus N on-d ivesting  Firms. 1977-1987.
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Figure 7. Y early  Mean Level o f Unabsorbed Slack Measured as
SEP. D ive stin g  versus N on-d ivesting  Firms. 1977-1987.
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Figure  8 . Y early  Mean Level o f  Absorbed S lack . D ive s tin g
versus N on-d ivesting  Firms. 1977-1987.
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Figure 9. Y early  Mean Percent Change Unabsorbed Slack
( WCS).  D ive s tin g  versus N on-d ivesting  Firms, 1977-1987.
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Figure 10. Y early  Mean Percent Change Unabsorbed Slack
fSED). D ivestin g  versus N on-d ivesting  Firms. 1977-1987.
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F igare  11. Y early  Mean Percent Change in  Return on
Investment. D iv e s tin g  versus N on-d ivesting  Firms. 1977-1987.
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Figure 12. Y early  Mean Percent Change in  Return on E a u i tv .
D ivestin g  versus N on-d ivesting  Firms. 1977-19A7.
Appendix D
Supplemental ANCOVA A n a lys is  o f P o s t -d iv e s t itu re  Performance
and S lack V a ria b le s
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In  an e f f o r t  to  determ ine i f  p r e -d iv e s t i tu r e  f irm  
performance and o rg a n iz a tio n a l s la c k  have an e f f e c t  on post­
d iv e s t i tu r e  le v e ls  o f these same v a r ia b le s , an a n a ly s is  o f 
covariance (ANCOVA) procedure was used to  remove th e  e f f e c t  
o f p r io r  le v e ls  o f performance and s lack  from the e f fe c t  due 
to  th e  d iv e s t i tu r e .
Th is is  im portant to  th is  study s ince th e re  may be a 
system atic  b ias  due to  non-random assignment to  th e  
d iv e s tin g  versus n o n -d iv e s tin g  dichotomy. In sp e c tio n  o f  
Table 6 in  Chapter 5 reve a ls  the  many o f the p r e -d iv e s t i tu r e  
measures are  m oderately c o rre la te d  w ith  th e  corresponding  
p o s t-d iv e s t i tu re  measures ( i . e . ,  PREROI w ith  PSTROI).
ANCOVA serves to  increase the  power o f the  te s t  o f the  
d iv e s t i tu r e  e f f e c t  by removing p re d ic ta b le  varia n c e  from the  
e r ro r  term  (Tabachnick & F id e l 1, 1993). Thus, ANCOVA is  
used as a s t a t is t ic a l  matching procedure to  help remove 
d iffe re n c e s  between group means th a t  are  due to  e f fe c ts  
extraneous ly  included in th e  model.
The re s u lts  o f these ANCOVA procedures are  presented in  
Table 18. In sp e c tio n  p f Table 18 re v e a ls  th a t  w h ile  th ere  
are a few s ig n if ic a n t  c o v a r ia te s , the main e f fe c t  o f  
d iv e s t itu re  is  not s ig n if ic a n t  even w ith  the  variance  due to  
the c o v a ria te s  removed. Consequently, th e  re s u lts  o f the  
ANCOVA procedure tend to  support the p rev io u s ly  reported  
re s u lts , i . e . ,  th e re  does not appear to  be any s ig n if ic a n t  
e f fe c t  on the p o s t-d iv e s t itu re  performance and s lack
v a r ia b le s  a t t r ib u ta b le  to  d iv e s t i tu r e .
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Table 16
A na lys is  o f Covariance fo r P re -d iv e s t itu re  E f fe c t  on P o st-
d iv e s t i tu r e Performance and Slack V a ria b le s  W ith D iv e s t itu re
as the  Independent V a r ia b le A
C o varia te F Main E f fe c t  F
PREROI 1 8 .3 1 3 * ** .088
PREROE 1 .553 .920
PREDIF 6 .0 3 5 * 2.811
PREWCS 6 7 .6 3 7 * * * .000
PRESED 5 4 .7 8 4 * * * .027
PRER .795 2.627
PRECRI .514 .911
PRECRE .012 1 .583
*  p < .0 5 , * * *  p <. .001
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